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 RESUME ET CONCLUSIONS 
 
L'analyse ci-dessus est axée sur la commercialisation de l'infrastructure africaine depuis le début 
des années 90. D'après cette analyse, les pays africains manifestaient une certaine réticence à 
l'égard de la privatisation de l'infrastructure, car ils avaient pressenti l'importance du secteur dans 
l’économie. En effet, même après avoir opté pour la privatisation, après la commercialisation et 
les contrats-plans au titre des entreprises publiques, cette privatisation avait essentiellement pour 
but de s'assurer de la gestion du secteur privé sans pour autant devoir renoncer au contrôle de 
l'entité. l'incapacité des pays africains à faire face à la récession économique causée par le 
problème de la dette des années 80 nécessitait qu'une attention particulière soit accordée au 
développement de leur secteur privé. Par ailleurs, c'est dans ce cadre que les bailleurs de fonds 
bilatéraux et multilatéraux se sont montrés disposés à collaborer avec eux, au point d'accorder 
des annulations substantielles de la dette à la condition qu'ils fournissent la preuve d'avoir adopté 
un système d'économie du marché. En outre, étant donné que les caractéristiques de l'aide 
extérieure et des réformes intérieures se complètent, les pays africains se sont sentis plus à l'aise 
dans le processus et, comme le montre l'appendice 1, ont, depuis 1995, consenti plus d'efforts 
qu'au cours de la décennie précédente, pour privatiser les secteurs de leur infrastructure. En effet, 
les progrès accomplis dans la privatisation de l'infrastructure au cours des deux dernières années 
et le changement des comportements à l'égard de la participation du secteur privé ont contribué 
grandement à la production de la documentation actuelle basée sur les événements antérieurs aux 
perspectives historiques de 1996 plutôt que sur les analyses des tendances actuelles. 
Mais en dépit des progrès réalisés à ce jour, les leaders africains doivent encore relever 
des défis majeurs. L'un d'entre eux consiste à donner de la substance à la notion de coopération 
régionale, eu égard notamment à la distribution de l'eau potable sur une base régionale intégrée. 
Un autre défi est de convaincre les investisseurs étrangers que l'Afrique est, à présent prête à 
intégrer l'économie de marché globale, conformément aux principes commerciaux établis. Si l'on 
se réfère aux investissements accrus effectués dans le secteur des télécommunications, les 
investisseurs ne sont disposés à soutenir une activité économique qu'à la condition que les 
risques soient identifiables et maîtrisables. A leur crédit, nombre de pays africains ont réagi face 
au défi de réforme de leurs économies en privilégiant le secteur privé comme le moteur de la 
croissance et en acceptant, quoique progressivement, que le gouvernement assume le rôle 
d'organe de contrôle et non de prestataire de services d'infrastructure. Quant aux possibilités 
d'investissement, même s'il est vrai que c'est le secteur des télécommunications qui affine à 
présent, le déboisement en Afrique et la forte demande pour l'énergie nécessitent que l'on 
découvre d'autres sources d'énergie durables. En conséquence, du point de vue de 
l'investissement, à long terme, le secteur de l'électricité pose, aussi bien au gouvernement qu'au 
secteur privé, le plus grand défi tout leur offrant d'énormes possibilités en matière de 
développement. En effet, la nature des services exige un partenariat durable à promouvoir 
uniquement par la confiance et le respect mutuels. 
  
SUMMARY AND CONCLUSION 
 
The above analysis centered on the commercializing of African infrastructure since the 
earl, l990s. As revealed by the analysis, African countries were reluctant to privatize 
infrastructure because of the perceived importance of the sector to the economy. Indeed 
even when privatization was pursued as second-best to commercialization and 
performance contracting under public-ownership, it was primarily on the basis of 
securing private-sector management without having to relinquish control of the entity. 
But the inability of African countries to overcome the economic down-draft of the Debt 
Crisis of the 1980s required that greater attention be paid to the development of their 
private sector. Moreover, in this effort they have found multilateral and bilateral donors 
willing collaborators, even to the point of offering substantial debt forgiveness condition 
on evidence of a market-oriented economy. Furthermore, because of the mutually 
reinforcing characteristics of external assistance and internal reforms, African countries 
have become more comfortable with the process and, as shown in Appendix 1, have done 
more to privatize their infrastructure sectors since 1995 than in the decade prior. Indeed, 
the progress that has been made in the privatization of infrastructure in the last two years 
and the turnaround in attitudes toward, private participation in the sector have done much 
to render existing literature based or events prior to 1996 historical perspectives rather 
than analyses of current trends. 
But despite the achievements to date, there are bigger challenges facing African 
leaders. One is giving substance to the notion of regional cooperation, especially in 
regard to the provision of clean water on a regionally-integrated basis. Another, is 
convincing international investors that Africa is now ready to join the global market 
economy or established market principles. As evidenced by the increased investment in 
telecommunications, investors are willing to support an economic activity only when the 
risk is determinable and controllable. To their credit, many African countries have risen 
to the challenge of reforming their economies to emphasize the private-sector as the 
engine oi growth and to accept, albeit gradually, the role of government as regulator 
rather than a' provider of infrastructure services. As regards opportunities for investment, 
whilst telecommunications is the pull just now, the deforestation of Africa and the 
increasing demand for energy dictates that alternative sustainable energy sources be 
found. Hence, from an investment perspective, in the longer-term the electricity sector 
provides the greatest development challenge and opportunity to both the government and 
the private sector. Indeed, the nature of the service requires a lasting partnership that can 
only be fostered through mutual trust and respect. 
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1.   1    Introduction 
 
 
For most developed and developing countries, the 1980s and early 1990s were 
characterized by economic reforms that focused on the reduction in the role of 
government in the economy. For the United States (US) this process mainly entailed the 
deregulation and re-regulation of large infrastructure enterprises. In the UK and other 
Organization for Economic Cooperation and Development (OECD), the process required 
the privatization of state-owned enterprises and regulation.  As applied to developing 
countries, economic reform meant significant reduction in the ownership of enterprises 
that were brought under state control after achieving political independence.  
The ideological implications of privatization were not lost on Africa and, in 
consequence, was slow to take hold because of divergence in culture and ideology.  
Indeed, Africa’s stance on privatization reflected a general belief that state-capitalism in 
the African context meant limiting foreign influence on economic integration at the 
national level.
2  Moreover, whilst the public sector in most African countries’ comprised 
many commercial enterprises, all included without exception almost all basic 
infrastructure - telecommunications, power, transport, water and sanitation.  
To most African leaders, infrastructure represented  the “commanding heights” of 
their economies. Indeed, infrastructure is estimated to represent about one-third to one-
half of public investment and about three to six percent of Gross Domestic Product 
(GDP).
3  Furthermore, their very capital intensive characteristics put them beyond the 
capacity of the private sector of most developing countries, and endowed them with 
monopoly status to the extent of their requirement for sunk capital. As a further 
reinforcement of their economic significance, studies conducted by the World Bank 
(WB) and others have concluded that, because of multiple linkages of infrastructure, 
economic growth is positively or negatively impacted by the character and state of a 
country’s infrastructure. As applied to production, firms’ operating costs and profitability 
are directly influenced by the quality and availability of infrastructure. Output levels are 
thus affected which in turn determine competitiveness in both domestic and export 
markets. The level of economy-wide private-sector investment is also impacted because 
of relative cost-return relationships. As regards the equitable distribution of resources, the 
diversification of the economy, and therefore wealth, is equally highly dependent upon 
                                                 
1 A Background paper prepared for the African Development Report 1999. 
2 Peter Lewis, 1994 
3 Kessides, Christine “The Contributions of Infrastructure to Economic Development” World Bank Discussion Papers 
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the state and geographical availability of infrastructure as exemplified by the South 
African experience.  
Given the above relationships between infrastructure and the economy, including 
income distribution implications, African governments were especially reluctant to 
relinquish control over the infrastructure sector of their economies.
4   Indeed, the data 
provided for the Nigerian privatization and commercialization program showed no 
infrastructure enterprise in the 110 enterprises privatized up to 1993 and, of the 35 
enterprises commercialized, only one infrastructure enterprise, the Nigerian 
Telecommunications Limited, was fully commercialized.
   
In consequence of the high level to which the infrastructure sector has been 
elevated in the economic system, alternatives to relinquishing control over it were 
vigorously pursued by most African governments. One such alternative was 
commercialization. This paper therefore examines the extent to which African 
governments pursued commercialization of infrastructure as an alternative to 
privatization, and assesses its effectiveness in terms of the efficient allocation of 
resources and internal efficiency of the enterprise. It also examines the extent of private 
participation in the provision of infrastructure services. In addition, the commercial 
financing of infrastructure is critiqued and includes the concept of build, operate, and 
transfer (BOT) as a modality.  
As regards organization of this paper, section 1.2 briefly examines the issue of 
public provision and private participation, comparing and contrasting ownership-
management relationship in different economic systems as a backdrop for the more 
detailed analysis of the issues of cost recovery, commercialization, and private 
participation in infrastructure in the context of Africa in section 1.3.  Section 1.4 
examines the African experience with the issues of cost recovery, commericalization and 
private participation in greater detail with respect to the infrastructure sectors of 
telecommunications, electricity, water, railways, ports, and airports, exemplified by 
specific country-experiences. In section 1.5, the efforts of African governments to 
mobilize commercial financing for infrastructure development are critiqued in three sub-
sections:  domestic resource mobilization, private external financing of infrastructure, 
and build, operate, and transfer (BOT) schemes. This is followed by a summary in 
section 1.6.  
As an integral part of the analysis, an overall and updated record of infrastructure 
reform and privatization policies implemented by African countries is provided in 
Appendix 1. 
 
1.   2   Public Provision and Private Participation 
 
  In recent years, both developed and developing countries have been caught up with 
the issue of privatizing the public provision of infrastructure services. The argument 
advanced is that state-owned enterprises have failed to foster economic growth within the 
nation-state first, because of their inherent inefficient use of resources and second, because 
they crowd out private investment.
5 But perhaps more important from the perspective of 
                                                 
4 Frank Sader 1993 
5 Paul Starr, 1994 
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Western industrialized countries, and underlying the US deregulation program, is the 
perception that public provisions impair individual choice and property rights, both 
considered fundamental to a market economy. As regard the US attitude to deregulation, 
since the early 1960s the growing size of the US government was an issue mainly because it 
was seen as portending a socialist economic system.
6 Outside of the US, economics rather 
than ideology were the main considerations.   
     With respect to infrastructure services, the issue of ownership figures prominently in 
efficiency considerations in both developed and developing economies because of the nature 
and structure of the attendant incentives. There are basically four kinds of ownership- 
management relationships which are primarily determined by the type of economic system.  
 
(i) Centrally Planned Economies 
 
At one extreme is the ownership-management relationship in a centrally-planned 
economy. In centrally-planned economies output quotas are generally met without much 
regard for the efficient utilization of allocated resources. There are no competitive forces 
operating at either end of the production process to either stimulate efficient management or 
reduce cost, nor, indeed, is there any significant divergence in objectives between owner and 
management. Cost control is thus not a management function, and an enterprise’s ability to 
absorb labor is often a criterion for acquiring additional intermediate inputs. Also, more 
often than not, the larger infrastructure enterprises in centrally-planned economies are used 
as social institutions, as was the situation in the countries of Eastern Europe and the Soviet 
Union.
7   
 
(ii) Market Economies 
 
At the other extreme is the profit-maximizing firm in a market economy, operating 
for the benefit of shareholders who are motivated by the desire to accumulate property rights 
for their inherent claims to economic welfare. Competition for market share is thus a major 
stimulant to improving the internal efficiency of the enterprise. Production costs are kept to 
a minimum so as to maximize profits. The resultant competition for resources operates to 
ensure that resources are allocated efficiently. The success of the firm under these 
conditions is a function of its management and the narrowing of information-asymmetry gap 
between management and the owners, in turn a function of the system of incentives utilized. 
Also, and an often silent point, is that in such a market economy the incentive structure 
tends necessarily to promote monopolistic behavior, especially predatory  pricing and other 
anti-competitive practices. For example, after twenty years operating as a deregulated 
industry, the larger national air carriers in the US are being accused of predatory pricing by 
smaller regional carriers. The issue of Microsoft Inc. and the Internet browser is yet another 
example a natural tendency to monopoly in a market economy.  
 
 
(iii) Private Provision with Regulation 
                                                 
6 Ronald Reagan’s became a Republican in opposition to President Johnson’s “War on Poverty” program which he, 
Reagan, regarded an increasing the size of government. 
7 Richard L. Carson, 1997 
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   Between the two extremes are private provision of infrastructure services regulated 
by the government to effect some degree of income redistribution or to protect consumer 
against monopoly practices. Infrastructure services in the US and some OECD countries fall 
under this category primarily because of their mainly natural monopoly characteristics and 
the need to secondarily address redistribution concepts such as universal service.
8 Hence, 
where the enterprise is a privately owned infrastructure service provider with monopoly  
characteristics, the concern is for the protection of consumers. Regulation to control anti-
competitive practices in service-offerings and pricing is often required for the non-
contestable segments of the market. Regulatory oversight is also needed to ensure equal 
access to the facilities-based networks. The re-regulation of telecommunications in the early 
1980s,
9 and more recently of power supply in California, evidenced the US experience with 
deregulation and re-regulating the private provision of infrastructure services and stand as 
the benchmark. In the case of telecommunications in the US, since 1982 major segments of 
the telecommunications sector have been deregulated and made contestable. Moreover, with 
the 1984 Consent Decree between the US Justice Department and AT&T, and subsequent 
Telecommunications Act, 1996, the US market for telecommunications services is now 
almost fully open to competition. However, an interesting phenomenon of the sector is the 
tendency of several network operators to pursue horizontal and vertical integration as full-
service providers, as evidenced by the merger of several of the “Baby Bells” and the 
proposed merger of AT&T, the dominant long-distance service provider, and TCI 
Communications, the largest national facilities-based cable-television service provider. The 
MCI merger with Worldcom Inc. is also an indication of the tendency to pursue scale 
economies in the sector. As regards the power sector, the deregulation of power generation 
in California is an experiment with the process and, like telecommunications, access to the 
local distribution network is a closely regulated function of the network provider. 
 
(iv) Public Provision 
 
The fourth kind of ownership-management relationship consists of state-owned 
enterprises with or without private-sector management incentives. Where the objective is 
one of income redistribution through public ownership, contribution to cost recovery rather 
than full cost recovery is the focus of management, and often the enterprise receives 
government support through direct subsidies. It is to this relationship between enterprise and 
government that advocates of privatization point as being inefficient with respect to both 
resource allocation and enterprise management. And it is this ownership-management 
relationship which privatization of infrastructure in the UK, France, Germany and other 
OECD countries sought to address, some fully as in the UK and France, others partially as in 
Germany and Spain. It is also this form of economic relationship that is now being 
addressed with varying degrees of success in most upper- and upper-middle income 
developing countries. In this latter regard, the Latin American experience - Chile, Brazil, 
Columbia, Argentina and Venezuela to name a few, speaks to an approach that is gradualist 
which in part mirrors the French approach which calls for the securing of a strategic investor 
                                                 
8 Evidenced the 4.5 percent increase in residential long-distance telephone rates by Sprint in July 1998. The fee is to be 
used in the US subsidy program for Internet hook-up and low cost local  telephone service. 
9 Culminating in the passing of the Telecommunications Act,   1996. 
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as an integral aspect of the process.  Moreover, the Latin American success to date is a 
function of capacity building, resource mobilization at the local level, and private capital 
flows to the region as evidenced by the Spanish utility holding company ENDESA, and 
others, as strategic partners in the region’s infrastructure enterprises, and the interest of 
international mutual fund managers. 
 
 
                                                
!. 3    The African Experience 
 
The foregoing outlined the inherent differences in ownership-management 
relationship among economic systems and the theoretical justification for private 
participation in the provision of infrastructure services. It also suggests that where economic 
efficiency considerations are paramount, reorienting ownership-management relationships to 
a more competitive framework can lead to improvements in resource allocation and 
operating performance of the enterprise. But, as indicated, the successes of reform in 
infrastructure were mainly in the developed and middle-income economies. Whilst the 
standard prescriptions for reform in terms of resource allocation and enterprise efficiency 
are to let the market be the primary determinant and address issues of income redistribution 
through the tax system,
10 the issue is not as clear cut where affordability is significantly 
impaired by extremely low GNP per capita. Hence, this section examines the African 
experience with the process in context of prevailing socio-economic and political conditions 
 
1. 3. 1  Context 
 
With respect to Africa, a low GNP per capita is a chronic condition. Indeed, 76 
percent of the countries in Sub-Saharan Africa are classified low-income with an average 
GNP per capita of  US$290, compared with the next highest income-classification level 
of US$1,670. In many cases, wars and political unrest in the region have contributed to 
the virtual lack of economic growth in the region, as evidenced by the 1.4 percent 
economic growth of 1993, compared with a projected growth rate of 6.0 percent for the 
year.  
As regards infrastructure, until recently, most African infrastructure were either 
under the direct control of a government department or corporatized as publicly-owned 
enterprises. As a result, African infrastructure sectors have been described as poorly 
managed and their endemic inefficiency the primary reason for the lack of economic 
growth in the region.
11 To be sure, like Eastern Europe’s experimentation with socialism, 
Africa’s experimentation with egalitarianism had not served to improve the continent’s 
infrastructure. Reduced spending, aged plant and machinery, backward technology, 
neglected maintenance, overburdened payroll, inefficient management, and restricted 
access to services are the terms typically used to describe the region’s infrastructure, 
even from within. So also are the corollary illegal connections for most services and the 
inevitable corruption attendant to shortages and relatively high prices in terms of per-
capita income.  
 
10 Paul Joskow, 1998 
11 Kerf and Smith, 1996 
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But as is now more readily acknowledged, one of the dilemmas faced by low-income 
and some lower middle-income African countries with balance of payments and fiscal 
budget deficits, and in the throes of adjustment, is how best to increase public investment in 
infrastructure without crowding-out private investment in the short-term. Another, is the 
need for poverty alleviation in the face of declining per-capita GNP in consequence of the 
reduction in investment. These are more closely examined below. 
 
(i) Reduction in Spending 
 
The reduction in public expenditure ratios attendant to stabilization and structural 
adjustment, in addition to contributing to increased poverty,
12 created a public spending-
investment dilemma for most African governments. Sub-optimal investment in publicly-
owned infrastructure occurred despite the numerous findings that investment in 
infrastructure stimulates private investment and increases a country’s competitiveness in 
both home and export markets by lowering individual firm’s cost of production, and 
reducing transaction costs generally.
13 The trade-off often were high debt-service costs and 
alleviation of poverty exacerbated by declining real GNP per capita.  
With respect to debt-service costs, as shown in Table 1, most of the countries 
surveyed have external debts above their annual GNP. Many with debt service as a percent 
of exports above 20 percent. 
 
Table 1 .    Total External Debt and Debt Service Ratios 




However, with a changing multilateral approach to development in the poorer 
countries, the high incidence of debt service costs has come under closer scrutiny. As a 
result, several low-income countries have received for the first time in 1997 some relief 
under the Highly Indebted Poor Countries (HIPC) Debt Initiative, established as a joint 
initiative between the WB and the IMF in 1996. Under this program, heavily indebted 
countries (with IDA concessional-terms status) whose debt burdens are deemed 
unsustainable and with a track record of sustained economic reforms, are considered on a 
case-by-case basis with the cooperation of creditors, for debt reduction. Several African 
countries have or are under consideration for relief under the HIPC initiative. For example, 
in April 1997, relief of US$340 million in net present value terms was approved for Uganda, 
whilst Burkina Faso received US$10 million debt relief in September 1997. The HIPC 
program operates side by side with the Debt Reduction Facility which was established in 
1989 to provide grant funds to developing countries to buy back their commercial debts at 
deep discounts.  
In addition to the two programs discussed above, several African countries benefited 
from the Paris Club Naples terms which provided for a 67 percent reduction in eligible debt. 
These included Uganda, Guinea, Senegal, and Togo.  Other countries opted for variants to 
the terms which included repurchase of commercial debt at deep discounts. There was also 
                                                 
12 Basu and Stewart, 1995 
13 Randolph, Bogetic and Hefley, 1996 
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substantial debt forgiveness, approximately US$3.0 billion each in 1994 and 1995, 
occasioned by the devaluation of the CFA franc. Algeria also concluded a US$3.2 billion 
restructuring agreement with commercial banks in June 1997. 
These initiatives and debt reduction programs have the two-fold objective of first, 
relieving the pressure on African governments’ fiscal budgets and second, promoting 
economic reforms which include the privatization of infrastructure.   
 
(ii) Declining GNP Per Capita 
 
Declining or stagnant GNP per capita has been the trend in African economies since 
the Debt Crisis of the early 1980s as shown in Table 2.  
 
  Table 2.   Annual GNP  per capita Growth Rate (percent) 
 Country  1891-85*    1985-90*  1985-95 
    
 
The cumulative decline of GNP per capita in Sub-Saharan Africa was calculated to 
be 21 percent between 1981 and 1989.
14  Moreover, several of the countries surveyed were 
found to have suffered decline of over 40 percent in their GNP per capita during this period,
 
15 requiring the funding of poverty alleviation programs. Where this took the form of 
transfers to the poor as  a government priority, it was found to contribute little to increasing 
opportunities for individuals to rise above poverty.
16  On the other hand, the provision of 
social services - education and health, for example - designed to improve human capital and 
the creation of opportunities for the poor have been found not only to directly enhance 
individuals’ opportunities to avoid poverty, but also to contribute to raising GNP per capita. 
In either case, the impact on infrastructure as noted above was the reallocation of funds 
away from infrastructure maintenance and development to the funding of poverty 
alleviation.  
Despite the need for poverty alleviation and the inclination to divert resources away 
from infrastructure, the evidence suggests that government spending on infrastructure 
should continue during periods of fiscal adjustment because such outlays, more than any 
other form of public investment, complement private investment and portend economic 
development in the long-term. Indeed, studies conducted by the WB show that public 
investment in basic infrastructure not only increases productivity but also promotes private 
investment in the medium- to long-term.
17  For example, according to the 1991 World 
Development Report (WDR), public investment in infrastructure appeared to have promoted 
private investment in both Egypt and South Korea, two of the countries studied. In addition, 
in the case of Korea, positive influences on private investment were also noted in the short-
term.         
Despite these findings, given the extreme economic conditions that characterize most 
African countries, many African governments have found changing the mechanisms of 
poverty alleviation politically untenable. Partly because of this, but mainly resulting from 
                                                 
14 Basu and Stewart, 1995 
15 Ibid. 
16 Randolph, Bogetic  and Hefley,  1996 
17 World Development Report, 1991, p. 121 
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the changed focus of the WB’s policy on development, several programs promoting 
concerted approaches to mobilizing resources for poverty alleviation and human 
empowerment have either been bolstered or established in recent years. Included are 
programs on microfinance, urban renewal, and the empowerment of women, all of which 
serve to increase per-capita GNP and indirectly benefit infrastructure development. 
 
1. 3. 2  Issues of Cost Recovery 
 
  With very few exceptions, the public provision of infrastructure services in 
developing countries has been deemed to be highly inefficient. The absence of economic 
pricing and cost recovery have exacerbated this condition, especially in the provision of 
access to fresh water and sanitation, railway services, and electricity. This is because 
approaches to cost recovery  vary from country to country and are influenced by socio-
economic and political factors.  
In developed economies where infrastructure services are private provisions, 
compensatory user-fees are the norm. An effective economic-pricing regime promotes 
efficient use of resources and internal efficiency of the enterprise. The exception to “full 
cost-covering tariffs” are pricing policies which support notions of redistribution (for 
example universal service) and are enforced by regulation. With growing deregulation of 
most infrastructure services, regulatory subsidies have become more transparent as add-
on fees. For example, in the US, the long-distance telephone service provider Sprint 
increased its charges to residential customers by 4.5 percent as required by US subsidy 
program for Internet hook-up and low-cost local phone service.
18 This policy of imposing 
a discrete fee for universal service, however, does not take away from the concept of full 
cost recovery by the use of cost-covering tariffs.    
With respect to developing countries, despite the per se theoretical economic 
justification for full cost-covering tariffs, low GNP per capita income has a decided 
impact not only on the ability of the poor to pay for services but also, and more 
importantly, on the government’s policy on economic-welfare distribution through the 
use of subsidies. In countries where upwards of thirty percent of the population live in 
poverty, and the average GNP per capita is at or near subsistence level, it is highly 
unlikely that compensatory user-fees can be assessed for infrastructure services, if only 
because costs, especially labor costs, are generally not controlled. Thus, while it is likely 
that government subventions “...benefit disproportionately the more affluent members of 
society”
19  as majority consumers, the less fortunate members of society do benefit in a 
broader and less doctrinaire context, albeit inefficiently so, through employment in the 
infrastructure sector.   
The problem is exacerbated further by adjustment policies that seek to reduce 
public provisions but without providing alternatives beyond government transfers. As a 
result, where privatization of publicly-owned commercial enterprises is pursued, a 
proportion of the workers laid-off from the process usually, but not always, find its way 
to the public infrastructure sectors. For example, job losses following the privatization of 
8 enterprises in Benin amounted to 36.0 percent of the number of pre-privatization  
                                                 
18 San Francisco Chronicle, July 6, 1998, p. B1.  
19 Kerf and Smith, 1996, p. 25 
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employees;  in Ghana, privatization of 7 enterprises between 1990 and 1995 resulted in a 
17.3 percent reduction, whilst the privatization of 10 enterprises in Zambia between 1993 
and 1996 resulted in a 6.7 percent reduction in employment in the enterprises 
privatized.
20 These workers either become unemployed or are given jobs in others 
sectors. Hence, often unnecessary capital addition to infrastructure have been undertaken 
at the expense of maintenance, not because they were needed but because they had a 
better chance of creating jobs for the unemployed and were more politically rewarding. 
Hence, investment per customer, especially in the electricity sector, is likely to be higher 
in most African countries.   
In addition, because of the high illiteracy rate of the adult population, productivity 
is usually below those obtained in more advanced economies. The problem must 
therefore be looked at as one of capacity building and human development within the 
larger macroeconomic context and not narrowly in terms of cost recovery at the 
enterprise level.     
As modern technology is brought to bear on the sectors, the need for arriving at a 
politically acceptable means of labor reduction becomes critical after the records have 
been purged of vacancies and “ghost” employees on the payroll. Whilst attrition 
accompanied with a freeze on hiring is more politically acceptable, it is unlikely to be 
effective in the short- to medium-term. Several African countries have made continued 
employment a condition of privatization. On the other hand, a stated policy of the 
Ghanaian government is the termination of employees upon divestiture of the enterprise, 
with the government bearing the full cost of termination. Research conducted as a WB 
project suggests that dismissal combined with a severance package is likely to be more 
political acceptable and sustainable.
21 Nonetheless, as mentioned above governments will 
be reluctant to add to the unemployment stream irrespective of the benefits of enterprise 
efficiency. The solution and, therefore, challenge, lies in creating opportunities outside 
the infrastructure sectors which will serve to relieve them of the pressure to absorb 
workers laid off elsewhere. With the emphasis on human development and capacity 
building with the assistance of multilateral and bilateral donors, new economic 
opportunities are likely to be created thereby relieving the pressure on African 
governments to retain control of infrastructure enterprises just so that they can absorb 
laid-off or excess labor.   
In the longer-term, however, full-cost recovery is a requirement to attracting 
private participation in the provision of infrastructure services and goes beyond the issue 
of labor redundancy. Issues of illegal connections, large system losses,
22 and poor billing 
and collection practices are equally significant to full cost recovery and must be 
addressed at the enterprise level. Indeed, in countries where illegal connections are 
endemic and system losses extensive, their reduction could possibly result in lower 
tariffs. So also could improvements in billing and collections. The WB recently estimated 
the potential savings from increase efficiency in the provision of infrastructure service in 
developing countries to be US$30.0 billion in power from transmission, distribution and 
                                                 
20 Campbell White, Oliver and Anita Bhatia, Privatization in Africa, (Washington, DC: IBRD/ World Bank),1998, p. 
94 
21 Christine Kessidies, 1993, p. 33 
22 In the case of Nigeria  Electric Power Authority, the WB estimated system losses to be at 35 percent prior to 1993.   
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generation losses; US$4.0 billion from water leakages; and US$6.0 billion from over-
staffing and other inefficiencies in the railways sector. It further estimates potential  
revenue enhancement from better pricing to be US$ 90.0 billion in power; US$13.0 
billion from under-pricing in water plus US$5.0 billion from illegal connections; and 
US$15.0 billion in railways.
23   
 
1. 3. 3  Commercialization  
 
Although widely adopted as a modality of infrastructure reform, commercialization 
was not born out of Africa’s need to maintain control over its publicly-owned enterprises. It 
was widely practiced in the UK, France, and elsewhere in Europe where state-ownership of 
infrastructure was considered necessary to a social-welfare economic system but requiring 
some form of commercial management. It was further seen as an alternative to the price- and 
entry-regulation for the private provision of such services as practiced in the United States.    
  
  (i) Theoretical Framework 
  
As a reform modality, commercialization seeks to eliminate the reliance of the public 
enterprise on government subventions and to promote enterprise efficiency. This is achieved 
by changing the focus of the management of the enterprise, from fund-oriented to 
performance-oriented, by subjecting it to the discipline of private-sector management 
techniques and market forces. A critical component and often as a first step in the process is 
the restructuring of the sector, from government department to an independent functioning 
entity. This is usually achieved by corporatization of the enterprise within a legal framework 
that supports property rights.  
Incorporation thus carried out, gives status to the enterprise in a clearly defined and 
transparent manner. The legal relationship between it and third parties is defined in its 
incorporation charter - usually its Articles of Association in which rights and duties are 
stated clearly and coherently. In market-based economies, ancillary requirements are the 
maintenance of proper records and the filing of performance and other information reports 
with the oversight regulatory agency on a predetermined basis, usually quarterly and 
annually. 
Operationally, the framework encompasses, inter alia, providing greater operating 
autonomy to the enterprise management;  restricting government’s role to that of 
shareholder; rewarding management based on performance by the use of performance 
contracts; removing information-reporting bottlenecks; strengthening accounting and 
financial controls; and ensuring financial solvency through effective cost recovery, cost 
control, and commercial financing. The extent to which such a framework has been 
successfully implemented in African countries is examined below. However, before doing 
so, the notion of performance contract which is a critical component of the 
commercialization process is briefly explained.  
 
(ii) Performance Contracts 
   
                                                 
23 Ferreira and Khatami, 1996, p. 5 
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Performance contract governs the relationship between the principal - the owners - 
and the management of the enterprise. Such contracts are generally based on corporate plans 
developed by the enterprise management in accordance with guidelines provided by the 
corporate board of directors which functions as the policy-making arm of the government. It  
is through such contracts that operating autonomy is given to the management of enterprise. 
It is also through such contracts that the incentive structure which defines the ownership-
management relationship is reflected. Once performance targets are set, and the mix of 
resources and access to them are not constrained by bureaucratic and or political demands, 
the enterprise is free to operate as if it were a profit-seeking private-sector firm. The 
underlying assumption here is that the enterprise has been adequately capitalized in the first 
place or is not unduly constrained from pursuing its capital needs. 
However, because enterprise autonomy and management compensation are often 
contingent on achieving a certain level of financial and operational performance, 
performance standards may be set at levels that fail to achieve efficient resource allocation 
or significant improvement in enterprise efficiency. Where operational performance is the 
only criterion, this leads necessarily to manipulation by management in pursuit of profit 
maximization.
24 For example, the use of production incentives can lead to inefficient 
allocation of resources if financial accountability is not made a requirement of the contract. 
Moreover, where the board of directors is weak in certain essential disciplines - such as 
financial, for example - it will likely not be able to discern critical subtleties in management. 
In addition, board members drawn from the private-sector also are not beyond suasion nor 
indeed rent-seeking, especially in the lower-income countries where the difference between 
success and failure is finite. Moreover, rent-seeking creates its own  
syndrome once established as a mode of control at the top. In addition to the hazard of rent-
seeking, politically active members are often disposed to furthering their own political 
agendas or are channels for government interference. These and other operational concerns 
have prompted the IMF to encourage loan-recipients to conduct independent monitoring of 
enterprise-standards and performance on a regular and consistent basis.   
 
(iii) The African Experience with Commercialization 
 
The African experience with commercialization vary widely based on individual 
country conditions and the state of the different infrastructure sectors within the country. 
As an economic reform modality however, it has been preferred by most African 
governments. The primary reason for this preference of commercialization over 
privatization is because commercialization permits the retention of ownership control 
while at the same time subject the enterprise to some degree of private-sector discipline. 
Under unstable economic and political conditions, however, concerns arise with respect 
to the extent to which private-sector discipline will be allowed to determine performance.  
In North Africa, commercialization was approached more from the perspective of 
improving internal efficiency of the enterprise. For example, in Tunisia,  a 1989 law 
raised the share-holding threshold from 33 percent to 50 percent for an enterprise to be 
considered a publicly-owned entity. And those that did qualify as publicly-owned entities 
were subject to performance contracts which shifted the government’s role from 
                                                 
24 A tenet of private-sector management is profit maximization.  
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decision-making at the enterprise level to one of evaluation of performance. Thus, whilst 
the enterprises were obliged to meet financial and performance objectives, the 
government was equally obligated to approve cost-covering tariffs and other support 
measures. It was under such performance contracts that the infrastructure sector operated 
as publicly-owned entities.
25 
The general impression coming out of Sub-Saharan Africa up to the mid1990s 
was that government objectives were often in conflict with operating the enterprise on 
commercial principles. For example, the majority of commercialized public entities in 
Sierra Leone suffered from conflicting objectives, mismanagement, and a lack of 
coherent policy on the part of policy-makers. Also, although Ghana and Senegal both 
adopted commercial principles in the management of their infrastructure enterprises, their 
respective governments abandoned their earlier commitments to increase tariffs and 
promptly pay their bills. These incidents lend support to the observation that performance 
agreements performed poorly as a reform mechanism in a large majority of cases.
26  On 
the other hand, attempting to effect cost recovery merely by increasing price could have 
the opposite effect where alternatives exist, as evidenced by a falling off in passenger 
traffic and cargo haulage for the Kenya Railway Corporation following increases in 
passenger and cargo tariffs.
27  
But whilst the above points to government mismanagement, the problem is not 
entirely one of government interference or lack of political will. The unavailability locally 
of the requisite management skills and a lack of understanding of local conditions by 
expatriate contract-managers often operate to keep performance below expectations. For  
example, in the case of The Gambia, the stated expectation of the new military government 
in 1994 was for parastatals to be run on commercial principles and to pay taxes and 
dividends as would a private-sector enterprise. These enterprises were also expected to 
service their government-backed or provided loans. However, up to 1996, only the Gambia 
Port Authority was able to honor its obligations fully. Indeed, in the case of the water and 
electric utilities, despite foreign management and leasing contract, both entities performed 
poorly, leading to the termination of the contract by the government.  
Beyond political considerations, there are other socio-economic factors which 
operate in favor of commercialization and which impact the process both as to approaches to 
it, and outcomes from it. For example, in addition to having the potential to improve the 
operating performance of the infrastructure, commercialization under state-ownership 
allows the government to redress past inequities which many African governments believe 
should be addressed as a national priority. Evidence the case of South Africa where as a 
consequence of its recent past history, the Government of National Unity (GNU) has given 
priority to redressing prior wrongs committed against a large segment of the population. But 
in less extreme cases, as is well documented in both developed and some developing 
economies, operating performance can be favorably impacted by approaching redistribution 
issues through the budgetary mechanism rather than through the regulatory process.   
 
1. 3. 4  Private Participation in Infrastructure 
                                                 
25 Nsouli, Saleh M., et. al., “The Tunisian Experience: Lessons in Economic Reform” in Middle East Executive 
Reports, February, 1994. 
26 Kerf and Smith, 1996 
27 United Nations, 1995, p. 174 
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Private participation in infrastructure has taken the form of either full 
privatization or partial privatization by the acquisition of a strategic investor or by the 
opening-up segments of the sectors to private-sector competition, or a combination of all 
of the above.  
With respect to full privatization, the UK was the first to approach the process 
head-on, aided as it were by the existence of all of the necessary market-supporting 
institutions and a private sector capable of absorbing the massive public offering of 
shares of almost all of its publicly-owned enterprises. Within a short period, most of its 
infrastructure enterprises were privatized with the necessary regulatory framework in 
place. France also carried out extensive privatization but with an important exception to 
the process, and that was to secure a strategic investor as a first step to lend technical and 
commercial expertise to the enterprise being privatized. France’s approach has been 
emulated by other European countries and by many  Latin American countries. Because 
of this and because the Latin American experience offers some lessons to African 
countries, a brief discussion of the process in that region is offered. 
 
    (i) The Latin American Experience 
 
Whilst the process of securing private-sector participation in the developed 
countries are benchmarks for the more advanced countries, the Latin American approach 
has more to offer to the smaller economies of Africa.  
Arising mainly out of concern over the absorptive capacity of the local capital 
markets, the privatization process in Latin America focused on infrastructure properties 
in which there was a keen interest by foreign investors. With the acquisition of a strategic  
investor for each of the enterprises to be privatized, local participation was later 
encouraged, usually by the public offer of shares. In consequence, Latin American 
domestic securities market received a boost from the privatization of large 
telecommunication enterprises in Mexico, Argentina, Brazil, Peru, Venezuela, and Chile 
in the early1990s.  
In addition to telecommunication properties, large segments of the region’s 
electric utility infrastructure were made available as public offering of shares in 
conjunction with securing a strategic investor with the capacity to provide financial 
stability and competent corporate governance. Hence, because large blocks of shares 
were sold to well established foreign companies, usually Spanish utility holding 
companies with cultural ties to the region, widespread share-holding and thus price was 
given a boost. For example, in July 1997, as a continuing process of acquiring power 
infrastructure in Latin America, a consortium led by the Spanish holding company, 
Iberdrola, acquired a 65.6 percent interest in Brazil’s Companhia de Electricidade da 
Bahia (COELBRA) for US$1.6 billion, reflecting a premium of 77 percent above the 
minimum bid.
28   Similarly, ENDESA, the Spanish government majority-owned electric 
utility, acquired the Chile power group in 1997.
29   This trend continued into 1998 with 
the purchase of the Brazilian electricity distributor, COELCE, by a consortium led by 
                                                 
28 Geoff Dyer, Financial Times, August 1, 1997 
29 Tom Burns, Financial Times, August 2/3, 1997. 
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Spain’s ENDESA,
30 and the acquisition of a 9.72 percent stake in the Argentine Utility, 
Edenor, again by ENDESA through its international unit, Endesa Internacional SA.
31  
The proposed divestiture of electricity, telephone and other infrastructure 
enterprises valued at US$80.0 billion
32 by Brazil under similar arrangements over the 
next three years, will deepen the privatization of infrastructure assets in Latin America. 
Indeed, Brazil has been taking advantage of the demand for shares in its infrastructure 
enterprises to privatize additional segments of its telecommunications infrastructure. For 
example, on May 18, 1998, TELEBRAS, the Federal telecommunications holding 
company, spun-off 14 of its cellular telephone subsidiaries as part of the restructuring 
process of the industry.
33  In July 1998, TELEBRAS was fully divested by the Brazilian 
government. 
It can thus be garnered from the above that the privatization process in Latin 
America was mainly driven by the divestiture of large segments of telecommunications, 
electric utility and other infrastructure enterprises, which in turn fueled the establishment 
of efficient financial markets of size in the region and provided Latin American 
governments with the options of not only over what to privatize but also when and how 
to privatize. 
 
 (ii) The African Experience with Private Participation 
 
Whilst the tendency in the Eastern European transitional economies was to push 
privatization, especially infrastructure, as noted earlier, hardly any African infrastructure 
had been privatized up to 1992. This was primarily because of different motivations  
between the two regions. In the case of the major East-European countries, the lure of 
joining the European Union (EU) and the North Atlantic Treaty Organization (NATO) 
was enough of an incentive to ensure a quick resolution to issues arising from the process 
as evidenced by the speed at which enterprises were being privatized. Moreover, their 
sources of income had virtually imploded with the collapse of their collective economic 
systems. African attitude towards privatization, on the other hand, is rooted in the 
complex interplay of political, cultural, and economic values, which in large measure 
reflect on the colonization of the continent by the Europeans.  
These differences in motivation notwithstanding, the need for private 
participation in the provision of infrastructure services in African countries is no less real 
or urgent. Indeed, it is equally predicated in the first instance, on the declining budgetary 
capacity of African governments to adequately meet current infrastructure needs, and in 
the second, to provide the level of investment in infrastructure required to sustain current 
economic growth rates. With respect to the former, at 2.38 percent of GDP (with 0.07 
percent attributed to private participation), Sub-Saharan Africa had the lowest investment 
in infrastructure of all the developing regions in 1993. The Middle East and North Africa 
                                                 
30 Reuters News Wire, April 3, 1998 
31 Reuters,(Buenos Aires),  May 15, 1998 
32 Jonathan Wheatley, ‘Interest shown in Brazil power sale.” In Financial Times, 29 August, 1997.  
33 Reuters, Sao Paulo, May 18, 1998. 
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region had the equivalent of 4.21 percent of GDP, of which 0.07 percent was from 
private participation.
34  
It is generally accepted that increasing private participation will increase 
government revenues because of expected increase in the income tax base, and some 
countries indeed have reported increases in government revenues. For example, Côte  
d’Ivoire reported increases in government revenues after privatization, primarily because 
it was relieved of the losses incurred by public enterprises prior to their privatization. On 
the other hand, the Tanzanian government has reported quite the opposite, citing as the 
major reasons loss tax revenues from the myriad of tax exemptions and tax holidays that 
must be offered to attract private investment. The experience of Tanzania must be viewed 
as a short-term phenomenon however.  In the longer-term, the resultant growth in the 
economy should compensate for any short-term reduction in government revenues. The 
expected capital investment and attendant job creation should combine with improved 
operational efficiency to compensate for any tax incentives that are needed in the short-
term.  Moreover, tax holidays are not intended to be a permanent feature of private-sector 
development, and loss of government revenues are usually offset by internationally-
financed social programs. 
As regards future investment requirements for Sub-Saharan Africa, based on a 
projected annual increase in GDP of about 3 percent over the five year period 1995 to 
2000, at an investment rate of 3.5 percent of GDP, the average annual investment in 
infrastructure is computed to be US$3.84 billion. At a 4.5 percent GDP rate, the average 
investment requirement increases to US$7.274 billion, and to US$ 14.128 billion at a rate 
of 6.5 percent of GDP. For the Middle East and North African region the comparable 
figures are:  US$12.118 billion at 5.78 percent of GDP;  US$17.641 billion at 6.5 percent 
GDP;  and US$21.487 billion at 7 percent of projected GDP.
35  At these levels, and given 
the constraints on government budgets, investment from private participation must be at  
a level greater than the 0.07 percent of GDP experienced in both regions in 1993. The 
opportunity is thus for greater private participation in the provision of infrastructure 
services in the region. The challenge to African governments is in designing and 
implementing reform measures to attract private-sector investment while avoiding the 
excesses of the process.     
But even with the realization that the current needs of their infrastructure sectors 
are beyond their now substantially-reduced fiscal budgets in the light of hard-budget 
constraints, there is still a general reluctance to privatize infrastructure fully, and many 
African leaders are still openly opposed to the process. For example, whilst privatization 
of state-owned enterprises was adopted and actively pursued by the Tanzanian 
government, many in Tanzania considered the process to have gone awry, with sale of 
profitable enterprises to foreigners being the main criticism,
36  and the process as a whole 
being regarded as “looting public resources.”
37  In  Lesotho, the government’s 
privatization program was unanimously rejected by the unions out of concern that their 
members will not be able to participate in the process and likely will be treated no better 
                                                 
34 David Ferreira and Kamran Khatami “Financing Private Infrastructure in Developing Countries,”  World Bank 
Discussion Paper No. 343,  (Washington, DC: World Bank), 1996, p. 12 
35 Ibid. 
36 Africa Information Afrique, (AIA,960816.TAN) 
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than workers in Zambia and Malawi who reportedly had to wait six years to receive their 
settlement pay.
38  Thus, data provided by the WB shows that of the 1,161 projects 
completed since 1984, only 80 (about 7 percent) of such projects were ascribed to Sub-
Saharan Africa,
39  and an even smaller quantity in North Africa.
40 
The noted reluctance notwithstanding, in addition to the commercialization of 
their infrastructure sectors, many African governments have begun to pursue private-
sector participation as part of the reform process, if only partially,  as shown in Appendix 
1. Recently,  most African countries have come to the realization that time is of the 
essence both as regards becoming integrated into the global economy and to possessing 
modern and cost-efficient infrastructure; the latter, an absolute necessity if they are to be 
competitive in the global economy. Most of them also have come to the realization that 
private participation is the quickest and most efficient way of achieving this objective. In 
addition, many African countries have recently began to access the system of build, 
operate, and transfer (BOT) as a way of increasing private-sector participation in the 
provision of infrastructure services. Thus, how this realization has played out in selected 
infrastructure sectors is the subject of the next section. 
  
1. 4.   Sectoral Experience  
 
  The issues of cost recovery, commercialization and private participation in African 
infrastructure have been examined above in broad terms. The extent to which these issues 
have been addressed in the sectors of telecommunications, electricity, water, railways, ports 
and airports is examined below. As a general comment, it should be noted that the sectoral 
composition of private participation in African infrastructure is somewhat similar to that of 
the transition economies of Eastern Europe as shown in Figure 1. In both regions, private 
participation is greater in the telecommunications sector followed by the electric power 
sector. In contrast, the electric power sector led the way followed by transport in Asia whilst 
transport and power were the leading sectors in Latin America.
41 Whilst some of the reasons 
are economic, the socio-political structure of the majority of African countries exerts a 
controlling influence. Thus as revealed in the following sector-analyses, it is only when 
relinquishing control does not significantly alter the government’s position on social issues 
that private-participation is encouraged beyond management contracts and leases. 
      
  Figure 1.  Private Participation in Infrastructure 
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 _____________________________________________________________ 
  Source: Michel Kerf and Warrick Smith, Privatizing Africa’s infrastructure: Promise and Challenge 
    World Bank Technical Paper No. 337 (Washington, DC:IBRD/WB), 1996 
 
1. 4. 1   Telecommunications 
 
As reported at the African Telecom ’98 Conference, sponsored by the 
International Telecommunication Union (ITU), and held in Johannesburg, SA, on May 4 
-9, 1998, there are about 12 million telephones in Africa, of which about 5 million are 
located in South Africa. The remaining 7 million are so dispersed that the majority of 
Sub-Saharan Africans live about two hours away from the nearest telephone. In terms of 
technological development, Sub-Saharan Africa telecommunications infrastructure has 
not kept pace with the rest of the world. The number of mainlines per 1,000 population 
stood at a mean of 9.6, with a low of 1.0 and a high of 89.0 in 1992,
42 thereby clearly 
indicating the wide disparity among countries. Indeed, of the 47 countries
43 making up 
the sample, there were only six with more than 10 mainlines per 1,000 population: South 
Africa (89.0); Mauritius (72.0); Namibia (40.0); Gabon (23); and Gambia (14). Twenty- 
four countries had 3.0 mainlines or less. 
Although the communications systems of most African countries are being 
upgraded, almost all are still below international standards, and some regional traffic has 
to be routed via countries outside the region. The effect is to make African international 
telecommunications largely dependent on external facilities, thereby adding to the 
already high cost of international calls. Because of this and of the desire to take regional 
integration a step further within the COMESA framework, a US$300 million regional 
telecommunications system has been proposed by the members of COMESA. The new 
system will be known as the Common Market Telecommunications (Comtel) and will be 
implemented on a build, operate and transfer (BOT) basis. 
 
(i) Cost Recovery 
 
With respect to cost recovery in the telecommunications sector, labor redundancy  
is one of the major issues facing publicly-owned telecommunications enterprises and 
goes to the root of cost recovery. Evidence of this in the telecommunications network 
provider is the low number of mainlines per employees as depicted in Appendix 2. Of the 
countries examined, South Africa was by far the more efficient with 75 mainlines per 
employee prior to 1996. However, it has since been surpassed by Mauritius with 106 
mainlines per employee in 1996. The more dramatic increase occurred in Botswana, 
however, where BTC’s mainlines to employee ratio doubled, from 23 in 1990 to 48 in 
1996, albeit still substantially below those of Mauritius and South Africa. The lowest was 
Malawi with a ratio of 8 mainlines per employee in 1996. From an international 
                                                                                                                                                 
40 Graham R. Smith et. al., 1997, Getting Connected: Private Participation in Infrastructure in the Middle East and 
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41 European Bank for Reconstruction and Development, Transition Report, 1996,: Infrastructure and Savings, p. 57 
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comparative perspective, Mauritius’s 106 mainlines per employee is still considerably 
less than Argentina’s 186; UK’s 218; and the US’s 190;  and, therefore, evidences the 
wide efficiency-gap that exists between African telecommunications sector and the 
leading European and American providers. The North African countries varied between 
58 mainlines per employee in Algeria and Egypt to 98 mainlines per employee in 
Tunisia.
44 
As regards revenues, although Mauritius Telecommunications Corporation 
(MTC) was the most efficient of the African network providers, it trailed several major 
providers in Europe, the US, and Latin America in 1996. For example, MTC’s 1996 
revenues per mainline were US$622
45  compared with US$ 892 for South Africa;  
US$982 for Argentina;  US$932 for the UK;  and US$1,073 for the US. Also, as shown  
 
in Appendix 2, many of the more inefficient providers in Africa had substantially higher  
revenues per line in comparison with Mauritius. But on closer examination of this 
phenomenon, the disparity is primarily due to the high cost of international calls in the 
majority of cases. For example, whilst the cost of a 3 minute call to the US is US$5.85 in 
Mauritius, it cost US$24. 04 in Central African Republic, US$14.07 in Chad, and 
US$12.45 in Malawi.
46 But, as noted above, one of the factors contributing to the high 
cost of international calls is the indirect routing of international calls. 
Another major contributing factor to the low revenues per mainline for the 
majority of countries is the absence of an efficient billing and collection system. Where 
weaknesses in the billing and collection system have been addressed, improvement in 
revenues have resulted. For example, The Gambia Telecommunications (GAMTEL) 
increased its profitability substantially by improving its billing and collection system.
47  
Nigeria Telecommunications Limited (NITEL) also ascribed the doubling of its revenues 
between 1988 and 1992 to, among other system improvements, the strengthening of its 
billing and collection system.
48 
  Other evidence of constraints to cost recovery in the sub-sector is the 
comparatively high cost of adding a new mainline. For Africa, the average 
telecommunications investment cost per new line is over US$3,000 (US$5,600 in Sub-
Saharan Africa), compared with about US$1,500 as the average cost in developing 
countries as a whole.
 49 
 
(ii)  Commercialization and Private Participation 
 
Since the early1990s, the telecommunications sector in Africa has been 
undergoing restructuring with the view to increasing overall access to telephone service 
at least to the level recommended by the ITU, which is 10 mainlines per 1,000 persons in 
developing countries. This effort at reform received impetus from the widespread interest 
in world telecommunications infrastructure by operating firms in developed economies 
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and from the increasing demand for an effective and cost-efficient means of information-
sharing in the conduct of national and international trade. Indeed, because of the intense 
interest of foreign investors and the need to become competitive in the global market, the 
telecommunications sector has been made the “backbone” of economic development in 
most African countries. In consequence, reform of the sector is an ongoing process in 
most of Africa, with commercialization being the preferred mode of reform in the first 
instance. As a result, some improvements have been recorded since 1992.  
Based on WB data,
50 average teledensity for the years 1991-1995 in Sub-Saharan 
Africa was 11 mainlines per 1,000 persons; excluding South Africa with 95 mainlines per 
1,000 persons, the ratio dropped to 5 mainlines per 1,000 person. In North Africa, the 
number of mainlines per 1,000 persons was 46. For Africa as a whole, teledensity was 18 
mainlines per 1,000 persons. However, as shown in Appendix 2, the number of mainlines 
per 1,000 persons in 1996 increased to 15 in Sub-Saharan Africa, aided by Mauritius’ 
162 mainlines per 1,000 persons. In the largest city, the average was 30 mainlines per 
1,000 persons. In North Africa, Tunisia led the way with 64 mainlines per 1,000 persons, 
followed by Libya with 59, Egypt with 54, and Morocco with 45. With respect to demand 
for service, the waiting list was 931.9 thousands with an average waiting period of 2.9 
years. Egypt had the highest number of applicants waiting for service, with 1.3 million in 
1996.  
As noted above, most African Countries opted for commercialization instead of 
divestiture in the early stages of reform. For most, this meant unbundling the 
telecommunications function and assets from postal services and in some cases 
broadcasting. In almost all cases, corporatization preceded the implementation of 
commercial principles, even in those countries such as Nigeria, Kenya, The Gambia, and 
Tanzania, which have shown some opposition to the privatization process. Others used 
commercialization as a first step to establish the framework for private participation in 
the basic network-infrastructure as evidenced by the cases of Botswana, Ghana, 
Mauritius, and South Africa, to name a few.  
Whilst many countries have credited the improvements in telephone access to the 
introduction of commercial principles, most of the improvements came from private 
participation in the provision of cellular telephone services. A handful of countries have 
since acquired strategic investors as part of restructuring the sector, thereby contributing 
to the expansion and improvement of service in the sector. For example, in addition to 
Ghana and South Africa, Côte d’Ivoire and Uganda have recently concluded the 
privatization of their telecommunications enterprises. Hence, the telecommunications 
sector in Africa not only continues to lead all other infrastructure sectors in Africa with  
respect to private participation as depicted in Appendix 1, but also has a higher percent  
of private participation than the equivalent sector in Latin America and Caribbean 
Region,
51 This is largely because the sector provides scope for controlled competition 
and is the focus of foreign investor interest in the region, especially with respect to the 
competitive segments of the market. Another reason is that outside of the basic network-
infrastructure, sunk capital is minimal, with increasing opportunities for substantial 
profits from value-added services.  
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Also, from an African perspective, in addition to fostering technology transfer the 
telecommunications sector serves as a learning experience for other sectors primarily 
because control can be relinquished gradually, phased-in privatization if you will, as 
opposed to a big bang approach envisaged by some proponents of the process. This 
freedom to phase-in private-sector participation allows African leaders to become 
comfortable with the process and to develop the institutional framework in support of it, 
in much the same way as was done in Latin America. Consequently, the process has 
broadly taken two major routes. The first was the opening-up of segments of the sector to 
private participation whilst the second was the acquisition of a strategic investor with 
management responsibility for the network provider. The licensing of a second national 
operator in both Ghana and Uganda evidenced a third approach.  
As revealed in Appendix 1, the majority of the countries surveyed allowed 
private-sector participation in the provision of cellular telephone service, some in 
partnership with the national network provider. For example, South Africa licensed 2 
cellular operators in 1993, one as an exclusive private-sector provider, while the other 
was in partnership with Telkom, the network provider. Tanzania’s TTCL has an interest 
in Mobitel, one of the cellular service providers licensed in 1996. Mauritius has entered 
into partnership with Singapore Telecom International for the provision of paging 
services. In addition, value-added services (VAS) were being provided by the private-
sector outside the framework of the national network operator. Private participation is 
also evident in the construction and installation of new facilities and in the manufacturing 
and supply of customer equipment. If these were added criteria for inclusion in Appendix 
1, Chad, Djibouti, Equatorial Guinea, Mayotte, Niger, and Reunion would have been 
included. 
With respect to encouraging private participation in tandem with the state-owned 
provider, however, the position is somewhat different. With the exception of Ghana and 
Uganda, most African governments have yet to commit to the concept as it affects the 
basic local network. There are however variants to the concept in some countries because 
of the difficulties encountered by the network provider. For example, private networks 
have evolved in Nigeria to fill the void created by NITEL’s inability to offer reliable and 
consistent telecommunications services. These networks are mainly located in the oil and 
banking sectors, and in the electricity sector. In consequence of NITEL’s inability to 
correct the condition, a second network provider is to be licensed and will likely come 
from one of the existing private networks. Such a provider is not required to be wireline. 
In addition to NITEL, the Botswana BTA has recently issued country-wide licenses, with 
mandatory service areas, to two cellular providers.
52 
  Despite the increased activity in private participation, it is estimated that between 
3 million and 6 million mainlines will be needed to meet pent-up demand in Sub-Saharan 
Africa by the year 2000.
53 As such, most of the investment will have to come from 
private participation. Moreover, the current high average telecommunications investment 
cost per new line of over US$3,000 in Africa, is likely to be substantially reduced by 
increased private participation.
 54  With the trend established by Ghana and Uganda, and 
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the national licenses granted by Botswana to its two cellular operators, using wireless 
technology to provide basic telephone services is a distinct possibility in Africa. Indeed, 
wireless technology offers the best opportunity to expand telecommunications services 
on the continent without the costs of physical infrastructure.    
 
 
1. 4. 2  Electricity 
 
Although the use of electricity is a recent phenomenon (just about a hundred and 
twenty  years old), it was extensively used as a major source of power in industry, 
manufacture, and in households by 1981. However, like the access to telephone services 
in Africa, electricity was not universally available to Africans. For example, access 
varied from one percent of households in Burundi to 96 percent in Senegal. Annual 
electricity  production per capita in 1981 varied from 12 kilowatt hour (kwh) in Burundi 
to 1,034 kwh in Zambia. But production is not GDP- per-capita determined. For example,  
although Gabon had a higher GDP per capita ($5,210) than Zambia (US$597), it 
produced 863 kwh electricity per capita.
55  But Zambia’s production should not be taken 
as indicative of the diffusion of electricity within the country because of its export of 
electricity to neighboring countries. For example, of the 6,177 giga-watt hour of 
electricity generated in the first 10 months in 1994, 749,676 mega-watt hour (mwh) were 
exported to the neighboring countries of Botswana (63,839 mwh), Tanzania (8,721 
mwh), Zimbabwe (670,533), and Namibia (6,678).
56   
  In terms of output, Africa as a whole saw an increase in production per capita 
from 423.8 kwh in 1980 to 636.4 kwh in 1994. The comparable numbers for Sub-Saharan 
Africa were 419.3 kwh and 570.8 kwh respectively. For North Africa, they were 442.2 
kwh and 864.2 kwh respectively. The average annual increase in production per capita 
was 9.2 percent for Sub-Saharan Africa as shown in Appendix 3. Despite these increases, 
it is estimated
57 that only 48 percent of households in Sub-Saharan Africa have access to 
electricity, compared with 75 percent in Latin America and Caribbean. Indeed, in terms 
of relative contribution to energy source, electricity has been estimated to contribute less 
than 10 percent of the total energy used in the region; wood and coal remain the primary 
sources.   
According to the WB,
58 the lack of satisfactory progress in the sector occurred 
mainly in the 1980s in consequence of inappropriate governance and policies at the 
national level, and weak management and conflicting objectives at the enterprise level.  
But exogenous factors such as high cost of foreign loans and weak commodity prices also 
played their part to dampen progress in the sector. The generally unsatisfactory response 
in terms of performance of the sector to the investment programs of the 1980s thus 
prompted the WB to adopt a new policy towards the sector at the end of 1992. The new 
policy-approach stressed the need for sound commercial practices, energy conservation, 
and environmental sustainability as the main criteria for future WB-financed projects. 
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Implicitly de-emphasized was “increasing access” to electricity by disadvantaged groups 
which had been pursued under least-cost expansion programs in the 1980s.   
With the accent on hydroelectric as a main source of power, issues of 
environmental damage and resettlement have become significant factors in benefit-cost 
analysis. Past assessments of the impact on people and their livelihood had been grossly 
underestimated in several projects. For example, in the Akosombo project, 84,000 people 
were displaced; in the Ruzizi project, 2,600 families were displaced compared with the 
initial project-estimate of 30 families.
59  In addition to those actually displaced, the 
inhabitants of the resettlement areas were also affected; adversely so, where resources 
and services had not been increased to accommodate the new arrivals, as evidenced by 
the Kpong project in Ghana in 1977. In contrast, the families displaced by the Garafiri 
hydroelectric project in Guinea have been relocated in modern villages with all necessary 
services: electricity, water, health centers and schools.     
 
(i) Cost Recovery 
With respect to cost recovery in the electricity sector, for developing countries as 
a whole, the WB estimates annual losses to the industry to be US$120 billion, US$30 
billion of which are attributable to system losses with the remainder to under-pricing and 
poor billing and collection practices. For Sub-Saharan Africa, system losses were 
estimated to be 17 percent of output, with Uganda’s estimated at 40 percent. As shown in 
Appendix 3, system losses in 1995 were 13 percent but did no include Uganda and 
several other countries. Benin had the highest recorded loss at 50 percent of production, 
followed by Nigeria with 32 percent.  Kenya’s system losses in 1996 were reported at 
660 million kwh.
60 At the low end were Ghana, Côte d’Ivoire, and Camaroon, each with 
4 percent of production as shown in Appendix 3. 
But whilst system losses can be remedied by rehabilitating old equipment and 
increasing investment in new plant and equipment, the greater problem of full-cost 
pricing essentially is a socio-political one. Studies have found that prices need not 
increase necessarily, and might even be reduced through efficient management of the 
enterprise, although, the true cost of production have yet to be determined. Thus, with 
respect to cost recovery, the WB estimates that electricity rates in developing countries 
were substantially below those needed for recovery of investment and operating costs. 
Indeed, the findings were that rates in developing countries were about one-half the 
average tariff in OECD countries,
61 and as a consequence did not encourage the efficient 
use of electricity nor made the pursuit of illegal connection economically viable.  
In addition to system losses, the installed and available capacities of the electricity 
sector in many countries were adversely affected by poor maintenance and other failures. 
For example, in 1992, Nigeria’s available capacity was reduced to 47 percent of installed 
capacity by the dysfunction of 48 generating units that were left in disrepair because of lack 
of funding and in-house capability to effect repairs.
62  In 1996, Kenya’s installed capacity of 
hydroelectric declined as a result of mechanical failure at the Kindaruma Dam. 
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Another problem is that while cost-covering tariffs may be in place, collecting 
accounts receivable has been found to be less than encouraging. In the early 1990s, 
collection of electricity bills in two-thirds of African countries was found to be below the 
bank median. Of the outstanding accounts receivable, only 24 percent were less than 90 
days, with 52 percent over 150 days, with a tendency for arrears to increase with price.
63  
In the poorer countries, arrears were found to be even older, some over one year. In one 
African country, the utility was so cash-strapped from not being allowed to increase rates 
that it reportedly  was unable to meet payroll on occasions. On the other hand, as a result 
of the privatization of the electricity infrastructure in Côte d’Ivoire, collection increased 
from 63 percent in 1988 to about 95 percent in 1993.
64  Also, where prepayment is a 
requirement, collection has been reported to increase from around 20 percent to over 80 
percent of revenues in some cases.   
 
  (ii) Commercialization and Private Participation 
 
Commercialization of the electricity sector was also pursued, but with less 
success than in the telecommunications sector. The major impediments according to one 
African government,
 65 were bureaucratic-paralysis; a laissez-faire attitude towards state 
business; the lack of expertise; the absence of an adequate management incentive 
structure; and inadequate working capital and new investment. 
As to private participation in this sub-sector, as shown in Appendix 3, private 
participation has been mainly management contracts, with Electricite De France as the 
primary operator in Côte d’Ivoire, Gabon, Guinea-Bissau and Mali. Côte d’Ivoire was the 
only country that pursued divestiture of its electricity enterprise. In Kenya, independent 
power producers (IPPs) were invited in 1996 to tender for the development of additional 
generating capacity as a result of an agreement reached with the WB on restructuring the 
sector. But outside of this agreement, private participation has been limited to providing 
support services to projects funded by the WB and other multilateral and bilateral donors. 
That this is so is due to the several factors operating against private participation in the 
sector, at least on the scale experienced in the telecommunications sector.  
In the first place, the electric power sector does not present the same scope for 
segmentation of services as does the telecommunications sector, at least from an African 
perspective. The characteristics that define a natural monopoly are more present in the 
electric power sector although advances in technology are making this less so. For example, 
in California, unbundling of service in the electric utility has been taken beyond IPPs’ 
supply power to the public grid. The only segment that has been opened up for private 
participation thus far in Africa is the power generation segment of the industry. And even 
then, it is still questionable whether the preponderance of small-scale power generation by 
private users is more efficient that large-scale production. Hence, the requirement for sunk 
capital is greater in the electric power sector that in the telecommunications sector. In other 
words, although power generation can be privately produced, investment in power 
generating facilities is a still a long-term proposition requiring a more stable economic and 
political environment, especially where new investment is sought under BOT schemes.        
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 Also, because private participation often entails sunk capital of size, investment 
in the sector is usually the subject of intense negotiations between the private investor 
and the government, resulting in high predevelopment costs in consequence. Moreover, 
past experiences in Mexico and India suggest there is a distinct risk of not successfully 
completing the negotiations because of differing objectives and or differences in the 
perception of risks and risk management. Even when the utility is in desperate need of 
rehabilitation, attachment of conditions or disagreement as to labor redundancy or 
accounts receivable often serve to prevent successful completion of the transaction, as 
evidenced by the cancellation of negotiations between the government of Guyana and 
SAKS Power Commercial for the divestiture of the Guyana Electricity Corporation in 
January 1998. Furthermore, even when an agreement has been reached it can be halted by 
a change in government, as occurred with the 2,450 megawatt gas-fired power plant at 
Dabhol in August 1995 as a result of the election of a new state government.
66 The recent  
cancellation of a major power plant project by the Tanzanian government evidence the 
level of risk facing the private investor. Notwithstanding, there are  BOT agreements for 
power generation were in Angola, Mozambique, Zambia, and Zimbabwe to name a few.
67  
Indeed, BOT agreement is the primary modality employed in the electricity sector.  
Another obstacle to private participation is the likely restriction on quantities the 
utility is allowed to sell. At any given tariff, fixed costs are recoverable only after the sale 
of a given quantity. The utility therefore must be allowed to sell the required quantity at a 
predetermined tariff to recover its fixed costs. Where the potential exists for quantity 
restrictions or restricted access to the supply of essential materials or services, the utility 
needs to be guaranteed that it will be compensated in the event it is unable to achieve the 
required level of sales. This is a major concern where the new facility is considered an 
“add-on” to a publiclu-owned and controlled system  Hence unless the environment is 
deemed conducive to the level of investment required in the sector, private investment 
will be minimal as revealed in Appendix 1. 
But private participation is not limited to the acquisition of an ownership interest 
from divestiture of the state-owned utility nor to the construction of hydroelectric dams 
under BOT agreements. The relatively high cost of electricity and frequent interruptions 
have caused many firms and individuals to provide for their needs through self-generation, 
especially where reliability is an issue. Excess power could therefore be supplied to the 
public grid by the larger private systems as an interim measure. In the longer term, however,  
the solution is for private participation on a commercial scale if only because private 
generation is an expensive proposition, not to mention environmental externalities 
associated with a myriad of small generators operating outside the framework for 
environmental control.  
Another source of electricity is from cogeneration. As countries remove the legal 
restrictions previously placed on private generation for public use, cogeneration likely will 
become more significant than presently. For example, as a consequence of the oil shocks in 
the 1970s, the Public Utility Regulatory Policies Act, 1978 (PURPA) was passed in the US. 
This act required all public utilities to purchase electricity produced from renewable sources 
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by IPPs at the utilities’ long-run marginal cost.
68  The effect was to double IPPs’ output and 
triple cogeneration output between 1979 and 1989.  In the case of Africa, because of the 
presence of a large number of sugar producing countries, cogeneration is a potential source 
of adding to electricity output. For example, in countries where sugar production is an 
important economic activity, the thermal energy from boiling sugar is a source of electricity 
which can be transmitted to the public grid, as is the excess power produced from the 
burning of bagasse.  Mauritius is one of the known producers of electricity from thermal 
energy derived from sugar production and from burning bagasse.  
 
 
1. 4. 3  Water 
 
  In 1992, only about 47 percent of households in low-income countries had access 
to safe water, compared with 95 percent in transition economies, and 99 percent in 
OECD countries.
69  In addition, there is no accounting for 65 percent of water production 
in these countries. In the case of Africa, access to an adequate supply of fresh water is 
perhaps the single most important infrastructure issue faced by the majority of African 
countries. It is estimated that 65 percent of the rural population and 25 percent of the 
urban population do not have access to fresh water.
70  In Kenya for example, the 
unavailability of an adequate supply of potable water has been ranked highest as a major 
problem by 59.3 percent of the respondents to a government survey.
71 In Morocco, where 
the WB has recently approved a US$10 million loan to improve access to water, only 
about 30 percent of the rural population - consisting of 70 percent of total population - 
has access to safe water.
72  
In terms of water availability at river-basin level, eight river basins - Lake Chad; 
Gambia; Juba-Shibeli; Kunene; Niger; Pangani; Save; and Senagal - faced water stress, 
and four others - Limpopo; Nile; Omo; and Orange - faced water scarcity in 1995. The 
Congo, Okavango, Volta, and Zambezi and other smaller basins were above the stress 
level. It is estimated that by year 2025, all of the water-stress river-basins will face water 
scarcity.
73 It is further estimated that 18 countries will be face water stress by year 2000. 
The potential for conflict between countries centering on co-riparian rights is also rising. 
Recently, Mozambique accused South Africa of diverting water from Mozambique. Also, 
the South African-Lesotho project is seen as raising environmental and social issues in 
Lesotho.    
     
  (i) Cost Recovery 
 
 The approach to cost recovery in the water sector is not as clear cut as in the 
telecommunications and electricity sectors. The reasons are rooted first, in the essential 
characteristic of water and, second, in the two basic approaches taken in the provision of 
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water for irrigation and consumption. With respect to the first, an adequate supply of 
fresh water has been made a national priority by some African governments. In the case 
of South Africa, for example, it was a made part of the RDP under the direct control of 
the central government, with specific laws governing access for irrigation. As regards the 
approaches to water for consumption and irrigation, first, the need to increase the 
availability of and accessibility to potable water has focused water-policy on 
technological innovations.  
Whilst the use of technology, funded mainly by multilateral and bilateral 
concession loans, has reduced inefficiencies and inequitable access to water in several 
developing countries, it has done so at the expense of cost recovery because of associated 
high sunk costs. Secondly, the approach of treating water as strategically important to 
ensuring an affordable and secure food supply is used to justify substantial capital 
investment, irrespective of whether or not it conforms to the requirements of water users. 
Hence it has been found that often the end product tends not to satisfy the needs of users 
either because of inaccessibility or unreliability of the service. As a result, the water 
project becomes non-supportable by users as evidenced by their refusal to pay for water 
services. The  Gambia experience well illustrates this problem in the African context. 
Water production capacity was increased by 114 percent in the Greater Banjul Area at a 
cost of about US$30.0 million, but resulted in only a 20 percent increase in sales. Also, at 
about the same time, the provincial water project increased production capacity 
substantially but sales increased only by 25 percent.
74  
  In addition to inappropriate investment, the lack of institutional capacity and 
political will to enforce laws and rules result in inequitable and inefficient water 
distribution and serve to reduce individuals’ incentives to contribute to the production 
process. In consequence, vandalism, illegal connections, and other misappropriation of 
water are the usual outcomes, as evidenced by broken feeders, open public taps, and 
illegal water diversion for irrigation.  
On the other hand, pilot projects conducted by the WB have shown that the sector 
had a better chance at cost recovery if user-involvement was made an integral part of the 
system planning, system management, and system maintenance phases of the service. A 
system built on the information provided by users have been shown to receive user-
support both with respect to monitoring of water-usage and rules enforcement, and to 
payment for services. For example, as part of a US$100 million water and sanitation 
project in Brazil, involving 800,000 people in low-income areas in eleven cities, the 
involvement of users in the planning process resulted in halving the estimated cost of the 
project.
75  In the Philippines, the involvement of user-groups in the planning, operation, 
and management of the system has become widespread as a result of the successes with 
pilot projects conducted to test the concept. Other examples include the improvement of 
collection of Guinea’s water system: from 20 percent in 1989 to about 85 percent in 
1995.
76 
In the case of South Africa, the 1997 White Paper estimates that R20.0 billion 
worth of water infrastructure was in place, with many users not paying even to cover the 
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operational management costs incurred.  As a consequence, and premised on the belief 
that the charging of an appropriate price for the resource would be an effective 
mechanism to encourage efficient use of water, the South African Cabinet decided on 
February 6, 1996 to progressively raise the price paid for water accessed by major users. 
This increase applies only to water supplied under the Government Water Scheme as 
authorized by the Water Act, 1956. But since this meant that over two-thirds of the 
water-use will be exempted because most of it fell outside of the Government’s Water 
Scheme, it was proposed to bring all water supply under the jurisdiction of the 
government by means of future legislation.  
 
(ii) Commercialization and Private Participation 
 
Like the provision of electricity, the provision of potable water has been looked at 
as a natural monopoly. Whilst meter reading, standpipes maintenance, bore-holes, and  
billing and collection provide opportunities for private participation, the control of water 
catchments and water releases are considered strategically important to ensuring an 
adequate and affordable food supply, and for equity in the distribution of a country’s 
water resources. Moreover, the high sunk capital requirement for trunk systems is looked 
at as a public capital expenditure because of the non-excludability characteristics of trunk 
systems.  With respect to the equitable distribution of water resources, the South African 
experience with past discriminatory practices compels the South African GNU to make 
the adequate supply of water an important objective of its Reconstruction Development 
Programme (RDP). Hence its water policy treats the principle of equity as central to 
reforming its water laws. Indeed, “special attention has been given to addressing the 
needs of those who were historically denied access to water or to the economic benefits 
of water.”
77 
With respect to private participation, as shown in Appendix 1, management 
contract and leases were the dominant modalities of private participation and then only in 
a handful of countries. Only The Gambia and South Africa are shown as pursuing BOT 
and BOO respectively for the private provision of water. Both management and lease 
arrangements do not require the private participant to make investment in the sector. The 
general unwillingness on the part of private investors to participate in the sector in low-
income countries has been attributed to the nature of the industry and the risk associated 
with capital recovery. Nonetheless, there are a number of private agricultural water 
supply systems in place, especially in South Africa. But perhaps the most significant 
example of private participation in the provision of piped water is that of Côte d’Ivoire’s 
SODECI, the water provider. SODECI is 96 percent privately-owned, with local 
investors owning 49 percent and a French firm owning 47 percent. The local authority 
retained a four percent interest.  
Hence, although “lumpy” capital investment and social obligations are offered as 
reasons for the public provision of water, privatization of both the supply of water and 
sanitation is possible, especially in the production and distribution of water, and in the 
collection and disposal of waste. The incentives exist for the private provision of water as 
evidenced by the high price paid for trucked-water to areas outside the reach of city 
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pipes. For example, people living in the outskirts of Luanda in Angola pay up to US$17 
per cubic meter for trucked water, while piped water in the city cost less than a penny per 
cubic meter. The same pricing relationship exist in Maputo, Mozambique.
78 In addition, 
there are numerous private small-scale irrigation systems with water rights, especially in 
South Africa.  
The notion of property rights as it applies to water resources for irrigation has 
come under close scrutiny in some countries. For example, the South Africa  government  
has taken the position that ownership of the country’s water resources resides in the 
government. This interpretation allows it to assume jurisdiction over “water-use 
allocations” claimed under the Water Act, 1956, and thus requires such allocations to 
meet the test of being “beneficial in the public interest.” Accordingly, claims that do not 
conform to the requirement of  being beneficial in the public interest will not be 
recognized. Moreover, if existing valid allocations under the 1956 Act are impaired from  
the reallocation or water resources in pursuit of equity, specifically to redress past racial 
discrimination, the reallocations will be upheld under the Constitution. Consequently, 
internal to South African water use, the only “rights” to water which are recognized by 
the Constitution are those for basic needs and for environmental reserves. These uses 
must be satisfied above all other. 
The South African experience speaks to the difficulty in specifying enforceable 
property  rights, a requirement for market solutions. In the case of co-riparian users, 
excessive use upstream results in reduced quantities available to downstream users, a 
complaint of the Mozambique government, as noted above. Other constraints include the 
high transaction costs and the difficulty in internalizing both positive and negative 
externalities. For example, water contamination is a major issue in urban areas in 
consequence of poor sanitation and inadequate wastewater disposal. Waste disposal 
upstream also impair the rights of downstream users.   
Despite these difficulties, however, several countries have recognized the need for 
effective water management and have started to address the issues of water misuse and 
cost recovery by introducing private participation in the sector, even though such 
participation appears to be narrowly focused, mainly to management contracts and leases. 
Many have begun to promote comprehensive water management with the assistance of 
the WB. For example, Morocco received an additional US$10 million loan approval in 
February 1998, to support the country’s comprehensive water management program 
which includes the introduction of water pollution control measures in addition to 
establishing an institutional framework for integrated water resources management.
79 In 
consequence, access to safe water has increased in several countries since 1980 as shown 
in Table 3.  At the same time, however, several other countries have indicated a 
deterioration in access, especially in the urban areas. 
 
 
  Table   3.   Access to Safe Water in Selected African Countries 
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From the data in the above table, it is clearly evident that access to safe water is 
indeed a major problem in the majority of African countries and will require large capital 
investment in the sector. The estimated cost of providing  safe water and sanitation to all 
households in Sub-Saharan Africa in 10 years will require a capital expenditure of 
US$47.0 billion;  irrigation requirement of another 6 million hectares in Africa over the 
next ten to fifteen years will require a capital expenditure of US$30.0 billion.
80  Despite 
the many water projects which are being funded by the WB, at these levels private 
participation appears to be a requirement if Africans are to be provided with an adequate 
supply of safe water and to be free from diseases attendant to poor sanitation.  
In addition, water contamination from the discharge of untreated sewage and 
industrial pollutants poses a challenge to African governments with respect to the health 
of their own people and to their relationship with their neighbors with whom they share a 
common water source and to whom they owe a duty of care. With respect to the health 
risks, the contaminated Ebrie Lagoon in Cote d’Ivoire and the unsafe nature of 90 percent 
of Tanzanian water supplies speak to the issue.    
 
 
1. 4. 4   Railways 
 
Railways in Africa have been built mainly out of the need to transport imports 
and exports of land-locked countries. Consequently, they were production oriented and 
did little to promote the railways as an efficient mode of passenger transport. This was 
especially the situation with the Tanzanian-Zambian Railway (TAZARA) whose main 
focus was to offer an alternative to the railway network of apartheid-South Africa in the 
transportation of mainly Zambian imports and exports. Hence, from an institutional 
standpoint railways were inward-oriented, with the technical side of the service being 
emphasized with little attention to customers and their needs; customers were generally 
regarded as captive. 
A contributing factor to the de-emphasizing of passenger services as a viable 
economic activity was that after political independence, most African countries regarded 
transport services as socially and politically integrating. As such, the railway 
infrastructure services were considered a form of social obligation of the government. 
With few exceptions, therefore, African railway passenger services like African utilities 
were considered government provisions, with all the operational constraints associated 
with publicly-owned and operated infrastructure enterprises. 
 
(i) Cost Recovery    
 
Cost recovery is as much an issue in the railway sector as it is in the provision of 
electricity and other infrastructure services. The low level of operating efficiency has 
often been cited as a constraint to effective cost recovery. For example, as shown in 
Table 4, the percent of diesel locomotives in use in 1990 speaks to one of the factors 
contributing to inefficiency. 
 
Table 4   Percent of Diesel Locomotives in Use From Inventory 
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   Selected  African  Countries:  1990 
  
Government subsidies and cross-subsidization from freight haulage kept 
passenger fares at politically acceptable low levels but also served to make African 
exports more expensive in consequence of the inherent inefficiencies attendant to such 
practices. Increased fares were often resisted by passengers who then seek alternative 
modes of transport. For example, in an attempt to become commercially viable, the 
Kenya Railways Corporation (KRC), increased passenger fares as part of its mandate 
under a performance contract. The result was a decline in passenger traffic by more than 
35 percent.
81  A more drastic approach was adopted by Uganda Railway Corporation 
which suspended passenger service in September 1996.
82  Moreover, the raising of 
freight rates has been found to be resisted by those government departments which are 
major users of rail transport.
83  However, in the case of the Cameroon railways which 
was privatized in May 1998, except for passenger service on a few lines which will 
remain subsidized by the government, the concessionaire is allowed to set cost-covering 
tariffs for both freight and passenger services.    
But the issue in terms of effective cost recovery is not only whether or not the 
raising of passenger tariff results in a reduction in the number of railway passengers but 
rather, the entity’s responsiveness to the changing structure of demand. Indeed, a 
recommendation of the WB is that uneconomic lines be closed so as to improve the 
financial viability of the enterprise. But based on the Togo experience which took 
nineteen years to effect closure of two short lines,
84 the challenge to African governments 
faced with this option is how to approach line-closure from an economic and not from a 
social welfare perspective. The key, as exemplified by Senegal’s experience, is to have a 
low-cost alternative, for example, a road paralleling the line to be closed.      
Whilst line-closure is often an effective cost-reduction measure, the railways have 
been a major source of employment for workers displaced from agriculture or other 
sectors. In consequence, labor redundancy is a major constraint to cost recovery.  For 
example, the Tanzanian railway system is said to employ twice as many workers as an 
efficiently run railway system in Europe. Despite the relative higher employment costs, 
however, Tanzania Railways was placed in a profitable position during the period 1989 
to 1993, by the setting of cost-covering tariffs and the reduction in the number of its 
excess freight wagons. In contrast, the TAZARA has been plagued with excess rolling 
stock relative to its demand for freight services, poor maintenance, and excessive  
bureaucratic control. Clearly, labor redundancy in TAZARA has been exacerbated by 
declining demand for freight haulage, which was its main focus of operations. In 
addition, because of its poor quality of service TAZARA has been by-passed in favor of 
road haulage despite the relatively higher costs of the latter. In 1995, however, both 
governments agreed on measures designed to increase the efficiency of the system. Such 
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measures included the commercialization of the enterprise and the retrenching of 40 
percent of the 6,600 employees.
85  
Beside Kenya and Tanzania, there are other railway systems that are attempting to 
become competitive through restructuring. For example, the concession agreement for 
the Cameroon railways calls for the termination of 450 employees at an approximate cost 
of CFA3.0 billion. The concessionaire has agreed to contribute CFA500 million to 
defraying the cost of termination. In addition, cost covering tariffs are to be set by the 
operator for all services except on two lines, which will continue to be subsidized by the 
government. 
 
  (ii) Commercialization and Private Participation    
 
In keeping with the trend in the early 1990s, several countries attempted to 
implement commercial practices in the operation of their railways, many in tandem with 
WB loans as evidenced in Mali, Senegal and Kenya, for example. In the case of Kenya, 
the KRC had a performance contract in place. But, private participation in railways has 
been limited to management contracts and leases primarily because cost recovery is 
problematic. Moreover, because of competition from other modes of freight transport, 
mainly road haulage, and government subsidies, African railways became more focused 
on passenger service than on freight haulage. Consequently, reorientation of service away 
from passenger service to freight haulage in competition with road transport under 
private-sector participation is usually recommended as part of restructuring the sector. 
The separation of functions into profit centers or lines of business is also recommended 
as a first step to effective cost recovery. 
 Other forms of private participation include the unbundling of service functions 
which can be contracted out to the private sector. For example, Kenya, Sudan, and 
Senegal contract out locomotive repairs and maintenance.
86 The Tanzanian railways 
began the process of disposing non-core assets and activities: hotels and its marine 
facilities. Catering services for long-distance passenger is also a contestable segment of 
the railway services and should be opened to competition. At the other end, the South 
African Railways in early1998 agreed with the unions not to seek private participation 
for a period of five years and to continue to subsidize the service, which in 1998 
amounted of US$175m.
87 At the same time, the South African national railways, 
Spoornet, has been expanding its reach into African raliway operations through operating 
contracts as a result of its 40 percent ownership in the French holding company Secaf, 
which is the parent company of SCAC Delmas-Vieljeux.
88 
From an investment perspective, the railways require sunk capital in tracks and 
rolling stocks and thus are not attractive investment unless cost recovery is assured. They 
are also vulnerable to destruction through military actions because of their cross-border 
characteristics. Hence the constraints to private investment in the sector are similar to 
those of the other infrastructure sectors requiring sunk capital, if not greater. This said, in 
May 1998, the government of Cameroon concluded a concession agreement with a 
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French-South African joint venture to run its railway facilities. The concessionaire is 
expected to invest about US$80 million in improving service, most of it within the next 
five years. Also, the government of Gabon is near completing the privatization of its 
railways facilities by way of concession to one of two bidders.  
 
 
1. 4. 5   Ports
   
 
In general, African ports have declined in consequence of poor economic 
conditions, poor maintenance of facilities and equipment, over-staffing, and changing 
technology. Many have been affected by wars. For example, the Maputo port traffic has 
been severely disrupted in consequence of the destruction of feeder railway systems, and 
the risk of delays or non-delivery arising from military actions. Prior to 1994, the South 
African ports were principally affected by sanctions against the apartheid regime.  
Apart from being havens for labor redundancy, ports are not, however,  
considered in the same social context as water, electricity, and telephone. That is, they 
are more commercial-oriented than social-oriented, although their operations do have an 
impact on social outcomes. The commercial nature of ports has served to create 
competition among some African countries. Several countries, including Mozambique, 
The Gambia, Tanzania, South  Africa and others, have begun to upgrade their port 
facilities and to compete for a larger share of container-traffic.  
 
(i) Cost Recovery 
 
Like most state-owned public infrastructure enterprise, labor redundancy in ports 
is a significant hindrance to cost recovery. Many of them have not been able to adjust to 
the decline in cargo traffic or in the handling of cargo arising from increasing use of 
containers. Moreover, as with the railways, staff reduction in ports usually requires 
changes in laws and legislation and thus becomes a political issue. As a result, the 
process is likely to take an estimated five years at the minimum.
89  
Whilst ports suffer from the general constraints to cost recovery experienced by 
other infrastructure sectors discussed above, there is another dimension to their ability to 
become cost effective and is unique to them. For many ports, the quantity of cargo 
handled is dependent not on cost or efficiency but on the trade routes chosen by freight-
forwarders. This adds to the unpredictability of cost recovery. For example, where 
commodities - sugar, tobacco and the like - are bought free on board (FOB), the buyer 
and freight forwarders decide upon the routes. The same is true for goods sold CIF (cost 
insurance and freight), which include most goods to developing countries as a whole. The 
seller often dictates both the route and the shipping line to be used. In the specific case of 
Africa, South Africa ports are served by the South African-owned South East Conference 
Line,
90 and therefore have a distinct advantage over other southern African ports. In 
addition, some southern African ports have been affected by the shortage of containers 
because of the results of established vertical linkages between carriers, ports, and freight 
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forwarders. For example, Safmarine, the South African holding company owns 
UNICORN, the south east conference line, in addition to owning Manica, a dominant 
freight forwarding company in southern Africa.  
Despite the implications of this relationship, however, other southern African ports 
need to be efficient and to be consistent in the quantity of cargo they handle if they were to 
have regular port-calls from conference lines. Without such assurances, freight traffic will 
continue to be flowed through the more consistent and reliable ports-of-call. 
 The above notwithstanding, several African ports are attempting to become 
efficient in an effort to encourage increased traffic. For example, The Gambia is hoping 
that a structural adjustment program (SAP) imposed on Senegal would serve to remove 
port subsidies in Senegal, which in turn will return groundnut freight traffic back to the 
Gambia Ports Authority. Meanwhile, the Banjul Second Port Project expanded the 
container stacking area by 5,600 sq. meters. Several other port improvements were also 
undertaken in 1993.
91 The Dar es Salaam port has increased labor productivity and 
reduced container handling charges in 1997 so as to become competitive in the region.
92 
Cameroon’s ports, which are regarded as one of the most expensive in Africa because of 
excessive dwelling-time and higher operating costs, recently agreed with the WB to 
reduce ports tariffs by 10 percent and to take measures to reduce dwelling time and 
control costs. 
 
(ii) Commercialization and Private Participation 
 
  Several African countries are privatizing ports on the basis of concessions for the 
various services such as port-dredging, handling and berthing. It has now been generally 
agreed that there are segments of port services that are contestable. For example, 
stevedoring, handling, storage, and equipment supply are considered competitive 
components of port services. In most cases, privatization is being pursued with the 
assistance of the WB.  
In the case of the Cameroon ports, it is proposed to corporatize all four ports as 
separate entities as part of the privatization process. In addition to creating a new port 
authority, the functions of dredging, handling, and others, will be privatized as separate 
functions on the basis of specific concession agreements. It is also proposed to sell the assets 
of the ice-producing factory. As part of the restructuring agreement with the WB, new 
investments will be forthcoming form the IFC. Longer-term investment is expected to be 
financed by the European Investment Bank (EIB), WB and possibly others. But, Cameroon 
is not alone in its attempt to make its ports competitive. Other ports, including south Africa, 
have begun unbundling services and attracting private participation. Indeed, some have  
begun the process of de-monopolization and divestiture as shown in Appendix 1    
 
1. 4. 6   Airport 
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The ownership structure of airports vary considerably among countries. In the 
industrialized countries, airports are national publicly-owned and managed; regional 
publicly-owned and managed; and municipal-owned. There are also variations of private 
participation in ownership and operations. In the developing countries, airports are 
mainly publicly-owned although several countries have begun to encourage private 
participation in landside services and in the management of the facilities.  
  
(i) Cost Recovery 
 
As regards financial performance, the results again vary based on the competency 
of management, the extent to which the entity is run on commercial principles, and the 
level of political interference in the pricing policy of airport services. With respect to 
airport services, these are broadly divided between “landside” services and “airside” 
services. Landside services incorporate all non-aircraft-related commercial activities 
inside and around the terminal, and revenues derived therefrom include airline concourse 
rents, commercial concession fees, parking fees, and from other terminal related services 
provided by the airport authority. Airside services are those directly related to passenger 
or freight traffic in the terminals. It follows that the levels of revenues derived from these 
two main sources depend crucially on aircraft movements and on passenger and cargo 
volumes. 
Airside revenues are derived from aircraft landing charges, passenger fees, and 
other airport charges and are largely determined by international, bilateral, and national 
government agreements. On the other hand, landside revenues can be increased by 
implementing commercial practices in the provision of these services. 
 
(ii) Commercialization and Private Participation 
 
Private participation in airport infrastructure is an emerging process even in the 
industrialized countries. Hence, in comparison with other infrastructure sectors on a 
world-wide basis, private participation in airport infrastructure is less than 20 percent, 
compared with over 80 percent in airlines, almost 70 percent in telecommunications, over 
60 percent in electricity, 20 percent in railways, and 20 percent in water.
93 However, 
where new airports are being constructed as in Hong Kong, BOT is one of the approaches 
being pursued to involve the private sector. Also, because of the increased activity in 
privatizing airport infrastructure since the published data, it is likely that private 
participation in the sector has increased greatly, though it is unlikely that the relative 
sector-relationships have changed much because of equally increased privatization 
activity in the other sectors.   
Many of the landside services can be privatized and indeed several airport 
authorities have done so. Chief among landside services that have been privatized are 
airport parking, airport security, cargo and baggage handling, and cleaning. An 
observation of the WB is the difficulty in obtaining consistent and reliable data on 
African privatization, even within the WB. This is more so in some cases than in others, 
as in the case of airport infrastructure reform in Africa. For example, private participation 
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is an on-going process in Cameroon, Côte d’Ivoire, Madagascar, and other countries, 
including south Africa. In addition, the eleven members to the Yaoundé Treaty are 
considering the privatization of Air Afrique. As part of the process is a proposal to 
rewrite the civil aviation code and to finance segments of airport infrastructure of the 
member states.  
 
1.  5  Commercial Financing 
 
Based on recent computations,
94  it is clearly evident that substantial investment in 
infrastructure is required not only to kick-start the economies of most of the African 
countries but also to maintain a reasonable level of economic growth. For its part, as shown 
in Table 5, the WB has increased lending to the region specifically for infrastructure 
development in keeping with its position on the importance of infrastructure to economic 
development.    
 
 
  Table   5.  Lending to Borrowers in Africa by Sector 
    Fiscal  Years  1988-97 
    
 
  According to the WB,
95 soft lending increased by 17 percent in fiscal 1998, with 
US$2.5 billion earmarked for transport, US$1.3 billion for public sector management, and 
US$1.5 billion for electric power and energy. 
The substantial increase in WB lending for electric power, transport, and water and 
sanitation projects is one way of mobilizing investment resources for infrastructure 
development and is a significant demonstration of the WB’s commitment to Africa. But 
such funding is still far below the projected funding needs for infrastructure rehabilitation 
and development in the region and African countries are expected to undertake reforms 
designed to mobilize both domestic and foreign resources. The following sub-sections thus 
examine the extent to which African countries have been able to mobilize private resources 
for infrastructure development.   
 
  (i) Domestic Resource Mobilization 
 
As can be inferred from the data in Table 6, the divestiture of infrastructure 
enterprises in Africa has been constrained by, among other factors, the relatively low GNP  
per capita. In addition, the thinness of indigenous capital markets and the inadequacy of 
investment incentives to attract private capital flows have served to further restrict the 
privatization process to enterprises that are less capital intensive and with greater 
opportunity for cost recovery.  
  With respect to GNP per capita, as shown in Table 6, low-income countries made up 
76 percent of the countries in Sub-Saharan Africa, compared with 31 percent in Asia and 4 
percent in the Americas. North Africa had no countries falling within this category, with 80 
percent of its countries being classified as lower middle-income, and 10 percent (one, Libya) 
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being classified as upper middle-income. The weighted average GNP per capita for low-
income countries as a group, excluding China and India, was US$290, compared with 
US$1,670 for the next category up. Moreover, sixteen of the thirty-eight low-income 
countries in Sub-Saharan Africa were below the average, with twelve of the sixteen being 
below US$250.
96   Thus, with the exception of Tanzania (16.4 percent) and Còte dIvoire 
(17.7 percent), the majority of Africa’s low-income countries had upwards of 30 percent of 
their populations living in poverty. Under these circumstances, it is highly unlikely that 
indigenous private resources can be mobilized for the adequate provision of infrastructure 
services in these low-income countries.  
 
  Table  6.    Classification of Economies by Income  and Region 
  ________    Based on 1995 GNP per Capita (No. of Countries)______ 
       
 
The above notwithstanding, mobilization of domestic resources for private 
participation in infrastructure development in developing countries has gained momentum in 
recent years, mainly in consequence of the demonstration effect from the broad-based 
ownership approach taken by Czechoslovakia and Russia in their respective privatization 
programs in the early 1990s. In addition to demonstrating that domestic resources can be 
mobilized despite the absence of the institutional infrastructure, it served to help develop 
capital markets by promoting trading in shares of enterprises privatized. In other developing 
countries, mainly Chile, Brazil, Peru, and Malaysia, the broad-based ownership approach to 
privatization of infrastructure has served to help develop indigenous capital markets which 
later provided opportunities to mobilize domestic funds for new investment in infrastructure 
and, as noted below, for controlled divestiture of remaining infrastructure enterprises.  
But whether or not capital markets represent a significant source of financing for 
infrastructure development depends on the level of capitalization. The importance of market 
capitalization is exemplified by the privatization of TELEBRAS in Brazil. Until recently the 
capitalization of Brazil’s equity market would not have been able to fully absorb the public 
offer of shares of TELEBRAS. However, with an active equity market that totaled 
US$2.624 billion for the first four months of 1998, compared with US$16.7 billion for the 
period 1991 to 1997,
97 the Brazilian government decided to take advantage of the liquidity 
in the market to privatize TELEBRAS. The divestiture, which was partly through the public 
offer of shares on the local exchange, was a resounding success. However, to augment and 
strengthen the capital mobilization process at the local level, strategic investors were invited 
to tender for a predetermined percentage of the shares, and thus serve to build local investor 
confidence.   
The successes of Brazil and others in mobilizing domestic resources has clearly 
demonstrated the use of the domestic capital markets as a source of financing. However, the 
high level of investment capital requirement associated with infrastructure development in 
Africa has been found to be beyond the absorptive capacity of most newly established 
indigenous capital markets. At the end of 1994, there were ten local stock markets in Sub-
Saharan Africa, with a total market capitalization of US$247.4 billion of which South Africa 
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accounted for US$225.7 billion.
98 Thus, with few exceptions, African capital markets are 
thinly capitalized, although notable increases in capitalization have been discerned. For 
example, the South African Stock Exchange had a market capitalization of US$281 billion 
in 1995.
99 The Egyptian stock exchange market capitalization increased also, to over US$8.0 
billion in 1996, up from US$1.7 billion in 1990,
100 and allowed Egypt to raise US$680 
million from share offerings in 1996.  
In addition to South Africa and Egypt, there are other countries whose capital 
markets either have been established or reinvigorated in the recent past. These include: 
Ghana with a market capitalization of US$2.0 billion; Kenya with US$1.9 billion; Nigeria 
with US$1.35 billion; The Gambia with US$442 million; and Côte d’Ivoire with US$428 
million.
101  Hence the challenge for the governments of these and other African countries is 
how best to channel domestic savings into domestic capital markets from which 
infrastructure investments could be made. Whilst several countries have implemented 
policies designed to promote local participation in the privatization process, the low GNP 
per capita is an obvious constraint. Nonetheless, efforts are being made, as in the case of 
Tanzania where an Investment Trust aimed at mobilizing savings of resident and non-
resident Tanzanian was established by the government in 1997.   
Where no local capital market exists, private placement becomes the next best 
option, but it is often constrained by wealth-distribution considerations, especially in plural 
societies. Consequently, many developing countries have sought to defer privatization of 
infrastructure services until fully-functional domestic capital markets capable of absorbing 
public offerings of shares have been established, or mechanisms to protect minority interests 
have been implemented. As regards the latter, many countries unable to defer privatization 
of the sector, have included warehousing conditions to the divestiture process. For example, 
in Côte d’Ivoire, approximately 5 percent of the shares in enterprises privatized through 
private placement were required to be “warehoused” for employee purchase. Other evidence 
of ensuring local participation is the increasing resort to unit trusts or mutual funds as a 
warehousing mechanisms. For example, in the proposed privatization of its 
telecommunications holdings, the government of Zimbabwe has included a National 
Investment Trust as a privatization modality. Also, in the privatization of CIE (electricity) in 
Côte d’Ivoire, 4 percent of the shares were transferred to a mutual fund for employees.  
Despite these efforts, there are other constraints to the efficient mobilization of 
domestic resources. Nigeria provides an example of socio-political constraints to indigenous 
resource mobilization. Of the more important, the political structure was found to promote 
sectionalism and distrust among ethnic groups, states, and regions. Consequently, the capital 
market, though sophisticated, was limited in its role in mobilizing capital for privatization 
mainly because the process was perceived as further enriching the Christian South at the 
expense of the Muslim North. Nonetheless, other African countries have looked on local 
capital markets as the means to developing the private sector and to support government 
efforts at commercialization and privatization. Thus, in addition to Egypt, South Africa, 
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Nigeria, and other smaller markets, capital markets have been established in Uganda, 
Tanzania and others, with assistance from the WB under its resource mobilization program.  
    Macroeconomic measures are also important to domestic capital mobilization. High 
domestic inflation rates tend to prevent repatriation of foreign savings and also serve to 
redirect investment to hard assets as safe-havens. One African country, Tanzania, which 
hitherto had been slow to embrace privatization, has formally addressed the issue of 
mobilizing savings of residents and non-resident Tanzanians by passing the Privatization 
Trust Act, 1997 and the formation of an Investment Trust targeting these groups.
102  
Moreover, long-term bank financing is not easily come by where inflation and interest-rate 
risks are high. Potential investors, too, refrain from borrowing under such conditions unless 
the investment has the potential for substantial growth in earnings. Thus, the idea that 
employee stock ownership plans (ESOP) can be a source of financing on the basis of bank 
borrowings is a highly speculative proposition in an unstable economic environment. At 
best, ESOP can be considered a source for new capital infusion only after the enterprise has 
established a penchant for productivity increases or new earnings capacity.   
 
With respect to pension funds as a source of domestic capital, whereas these can be  
looked at as sources of financing in stable economies, their prudential management will tend 
to exclude participation in equities in highly unstable economic environments. Indeed, many 
developing countries have placed restrictions of the level of equity investment a fund can 
have in its portfolio. For example, Chilean pension funds are limited to 30 percent of the 
fund’s assets and to no more than 5 percent in the equity of any one company.
103  Other 
countries have used pension funds as a means of financing the government -  issuing of 
treasury bills - or increasing the source of bank-credit by requiring such funds to be 
deposited with the commercial banks. In one African country, a pension fund holdings of 
shares in a bank legally qualified it to assume the management of the bank. 
Whilst the bond markets have long supported investments in infrastructure in 
developed economies, long-term fixed rate bonds are deemed poor investments in the highly 
volatile inflation and interest-rate environments that characterize developing countries. In 
addition, there are no benchmarks with which to evaluate quality of issue. The difficulty lies 
in predicting the direction and degree of both. Bond purchasers usually look to an 
established and reputable rating agency for an assessment of risk. The challenge to African 
leaders is to develop policies and implement measures that would create a stable economic 
and political environment for the bond market to be viewed as an attractive and safe source 
for long term investment. Only then can domestic pension funds and life insurance funds be 
viewed as sources for infrastructure investment. Recognizing this, the WB is assisting 
countries to improve the accumulation and allocation of long-term savings to private  
production investment. To this end, it is guaranteeing the long-term sustainability of pension 
funds under certain conditions, as evidenced by its approval of US$100 million loan to 
Morocco on June 9, 1998.
104  
Instability in domestic inflation and interest rates also serve to restrict domestic 
lending for working capital. For example, in The Gambia, the net domestic assets of the 
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banking system declined by 40.7 percent in 1995-96 fiscal year and reflected a reduction in 
credit to the private sector.
105  High variable interest rates increase price and thus raise 
questions as to the enterprise’s ability to recover its investment and operating costs from 
compensatory user-fees.  
Whilst the establishment of capital markets addresses the financial requirements of 
infrastructure projects, there are other capacity-building projects of the WB resource 
mobilization program aimed at benefiting private-sector development and thus infrastructure 
development indirectly. Projects of the WB and others aimed at human development - 
health, education and other empowerment projects - and capacity building generally, have 
indirect benefits for resource mobilization. Besides external initiatives, some African 
countries are implementing measures aimed at institutional capacity building. For example, 
Ghana has utilized the privatization process to develop local financial services sector by 
involving local institutions and professionals in consultative capacities and in the resource 
mobilization process.   
 
 
   (ii) Foreign Private Financing of Infrastructure 
 
The discussion in the preceding section centered on the mobilization of resources 
from the perspective of domestic private participation in the provision of infrastructure 
services. This sub-section looks at developing countries’ efforts thus far and prospects for 
attracting foreign participation in the private provision of infrastructure. In addition to 
foreign direct investment (FDI), foreign participation as used here include foreign 
suppliers’ credit and or equity participation by way of providing equipment to the 
infrastructure. It also includes the provision of rehabilitation engineering and other 
services in exchange for an equity position.  
With respect to attracting FDI in infrastructure projects, the record has not been 
encouraging for developing countries as a whole. Data for 1995 revealed that only about 
one percent of total international flows were for infrastructure projects in developing 
countries, or 10 percent of total private flows to developing countries.
106  Sub-Saharan 
Africa’s share of project finance flows in 1995 was 3.8 percent; North Africa’s was 7.6 
percent. Of the US$22. 0 billion aggregate resource flows to Sub-Saharan Africa, 78 
percent were from official creditors, primarily official development assistance (ODA). 
Most of the private net resource flows went to South Africa and Nigeria.
107  The Republic 
of  Congo and Mauritius went to the bond markets in 1995, raising US$492 million and 
US$150 million respectively. FDI also declined in North Africa in 1995. Of the estimated 
US$2.1 billion net inflow to the region, most of it went to Egypt and  
Morocco, the latter on the basis of a privatization program that encouraged foreign 
participation.
108 The situation improved slightly in 1996, with FDI flows increasing to 
US$2.5 billion, with 80 percent of the flows going to Egypt, Morocco, and Tunisa.
109  
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Based on the evidence, investors clearly are eclectic as regards the investment 
they make in developing countries, with economic fundamentals and other investment 
risk factors coming under close scrutiny. According to the IFC,
110  total net resource 
flows was an estimated US$26.1 billion in 1996, up from US$23.2 billion in 1995. Of 
this amount private flows increased from US$ 6.9 billion to US$ 11.7 billion, but only 
about US$ 2.0 billion went to the public sector. Moreover, most of the private flows went 
to South Africa.  
Besides economic fundamentals, there are several other factors operating to 
constrain foreign private capital flows to Africa. In addition to sub-optimal GNP per 
capita and inflation risks discussed above, investment in many African countries is still 
plagued by political uncertainty and the potential for social unrest. Many countries also 
have yet to address the issue of property rights fully. As a result, developing countries are 
counseled that “institutional reforms to reduce social tensions and ensure the enforcement 
of property rights can go a long way to facilitate the response of investment to incentive 
changes.”
111  In this regard, countries such as Benin, Burkina Faso, and Togo in which 
the investment code is unattractive, political risk high, rent-seeking prevalent, and the 
bureaucracy overwhelming, investor-interest has been notably low.      
Despite measures taken in the mid1990s to protect foreign investment, foreign 
private participation in African infrastructure development has been slow to develop 
because of preexisting constraints in some countries and the difficulties experienced by 
others in effecting promised reforms. For example, up to 1995 the government of Ghana 
was unable to follow through on its promise to support collection of revenues and 
accounts receivable in the electricity sector. It also did not follow through with promised 
timely tariff approvals for both electricity and telecommunications, and the timely 
payment of its water bills. Senegal was found to be equally derelict in its promises. Since 
then, with the assistance of the WB, Ghana has implemented corrective measures which 
have allowed it to privatize the telecommunications network with foreign participation.  
In addition to the risk of having full cost recovery inhibited by failure to act, the 
risk of project cancellation or of failure to successfully conclude a transaction after 
several months of negotiations, in some cases years, tends to figure prominently in the 
decision of private-sector investors in industrial countries to pursue infrastructure 
projects in developing countries. The experiences in other developing countries also tend 
to exert a negative influence on investment in developing countries generally.   
The above observations notwithstanding, the long-term prospects for foreign 
private participation in African infrastructure is clearly a matter of the liberalized 
international financial markets determining the relative risk-reward relationships in a 
global context. Thus, looking beyond the current crisis in Southeast Asia, private capital 
flows are for the long-haul and are clearly driven by foreign investors who would prefer 
to play by strictly defined rules rooted in a market paradigm. In this regard, several 
African countries are being assisted in developing the enabling environment that fosters 
private participation. For example, Gabon is conducting a complete review of its 
corporation laws with a view to addressing the issues of concern to private investors. It is 
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also developing a multi-sector regulatory framework for the newly created private 
infrastructure sectors. 
Several other African countries have recently implemented some reforms in 
keeping with investor expectations. For example, at the September 1997 WB sponsored 
seminar in Hong Kong, it was noted that Ghana was one of several African countries in 
which investor confidence was returning in consequence of policy changes designed to 
stimulate trade and investment.
112  Indeed, Ghana’s membership in the Multilateral 
Investment Guarantee Agency (MIGA), and its bilateral Investment Promotion and 
Protection Agreements with several countries speak to its efforts to attract FDI. Also, the 
Tanzania government has taken credible steps to removing trade barriers, and to reducing 
corruption in government by making “transparency” the underlying principle for all 
government transactions. It has also emphasized the protection of private-sector 
investment by the passage of the Tanzania Investment Act, 1997 and the establishment of 
the Tanzania Investment Center to assist foreign investors in Tanzania.  
In addition to Ghana and Tanzania, several other African countries offer tax 
incentives for FDI and have removed restrictions on the repatriation of dividends and 
capital. Some have passed laws that address the issue of compensation in the event of 
expropriation, and many are signatories to MIGA. In this connection, the IFC has singled 
out Mozambique’s continuing liberalization and privatization programs as substantially 
improving its investment climate and contributing to its 5.7 percent growth in 1996.
113  
In North Africa, Algeria had issued new regulations (Legislative Decree No. 93-
12 of October 5, 1993) removing the restrictions to foreign investments. In addition to the 
removal of restrictions to investment, tax incentives have been included to further attract 
FDI.
114 Tunisia also had earlier embarked on a program of encouraging FDI through the 
removal of constraints to private investment, the substantial reduction in import 
restrictions, the offering of investment incentives, and the privatization of some 40 
enterprises by 1993.
115  
But despite these measures, the political risk in Africa is still widely perceived to 
be high. In a 1996 survey
116 of risk analysts, insurance brokers and bank credit officers, 
with the exception of Mauritius, Botswana, and South Africa, African countries were 
rated high risk ( with less than 50 percent chance based on the number of points allotted) 
for non-payment for goods and services, loans, and the non-repatriation of capital. As a 
consequence, the conclusion from a recent study
117 of 53 developing countries was that 
private investment could be encouraged and economic growth in the area of one-half 
percent to one percent of GDP in the short to medium term could result from “economic 
security improvement.” In the specific case of Africa, three priorities for African 
governments were identified: The first priority is to reduce the risk of expropriation so as 
to raise the level of private investment and increase the efficiency of resource allocation;  
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the second priority is to reduce corruption and the risk of contract repudiation by the 
government in order to raise the longer-term growth prospects which has been estimated 
at one-half to one and one-quarter percent annually; and the third is to increase civil 
liberties and the quality of the bureaucracy so as to raise the private-sector confidence. 
Even when such measures are implemented, investors tend to be hesitant without an 
acceptable experience base upon which to rely.  
   Long-term investment, which most infrastructure investment is, also require a 
stable foreign exchange environment. Depreciating local currencies makes it difficult to 
plan for capital investment recovery.  Also, a shortage of foreign exchange may hinder 
the acquisition of essential equipment and spare parts, thereby rendering essential 
equipment inoperable, as was the case with several locomotives in the Kenyan Railways.   
Equally important to the process of attracting FDI is the bridging of the 
information gap between African governments and foreign investors. The provision of 
information must be perceived as willingly forthcoming if the presence of foreign 
investors were to extend beyond those with preemptive rights or those who are already 
present in the region. In this connection, with the exception of Zambia, African 
governments have been criticized for their apparent reluctance to actively solicit private 
participation from outside the region and to utilize the services of institutions such as the 
African Development Bank in promoting investor interest in African infrastructure. But, 
as the external debt burden of many low income countries are lightened from HIPC and 
other debt-reduction arrangements, these countries will likely be more inclined to open 
their infrastructure sectors to foreign private participation, as did Poland and Hungary.  
Meanwhile, there are several infrastructure projects which, with the support of the 
WB, are open to foreign private participation. For example, in Tunisia and  Morocco, 
private participation is encouraged in the power, water and port sectors. In Egypt, private 
participation in water-sector projects is also encouraged with WB support. More recently, 
the airport, ports, and railways of Cameroon are being privatized with the assistance of 
the WB, as are the telecommunications infrastructure of Mali and Gabon. The airport in 
Madagascar, and the railways in Burkina Faso to name a few, are also being privatized 
with the assistance of the WB. The most forward-looking and successful to date are 
arguably the privatization of the Ghana Telecom and the Uganda telecommunications 
sector, both of which have licensed a second national operator under the guidance of the 
WB. 
 
(iii) Build, Operate, and Transfer (BOT) 
 
  The notion of BOT has its roots in the evolution of privately-generated power in the 
US, as subsequently formalized under the Public Utility Regulatory Policies Act of 1978 
(PURPA). Under PURPA, public utilities were required to buy power made available by a 
qualifying facility derived from a renewable energy source. This led to independent power 
producers (IPPs), many financed by power-equipment suppliers who saw the trend as an 
opportunity to increase sales. As applied to developing countries, because less than 10 
percent of energy consumed comes from electricity, electric power generation under a BOT 
scheme was viewed as a way for equipment manufacturer and construction engineering 
firms to participation in the electric power development in developing countries. One of the 
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first BOT was a electricity project in China in the mid1980s. The success of that project led 
to an even larger and more ambitious power project in southern China in 1992. 
Under a BOT arrangement, the construction, financing, and operation of the facility 
are undertaken by the private-sector investor, usually a consortium made up of 
manufacturers, construction engineers, and financiers for large projects such as “greenfield” 
airports and hydroelectric power plants. Central to a BOT scheme is the idea of risk-sharing. 
This can be at the ownership level by participating in the equity of the enterprise, or at the 
funding level by providing some or all of the loan capital without bearing ownership risks. 
Equity participation also can be in the form of contribution of equipment from the 
manufacturer or services from the engineering contractors. The government participation 
could be through the provision of the land, either in fee simple or as a long-term lease. The 
level and extent of participation are usually determined by risk-assessments conducted by 
the potential investor.  
BOT allows the government to increase the provision of infrastructure services 
without having to increase public investment by shifting the risk to the private sector. But 
whether or not a BOT project is pursued depends crucially on risk-reduction measures 
implemented by the government and on the investor’s confidence in the ability of the 
government to protect the investment and to support cost-covering tariffs. Ancillary 
agreements covering such issues as fuel supply in the case of a power project, operations 
and maintenance, and union agreements are also determinants of the project success. Such 
measures usually involve political and economic reforms that are irreversible in the short-
term, and the creation of legal institutions which are fully supported of individual property 
rights and the principles of democracy.    
  In Africa, BOT projects are being pursued with the assistance of the WB, although, 
to be sure, there are privately-negotiated BOT schemes. The process usually starts with the 
issuing of a Request for Proposals (RFP). To be successful, the  RFP must be informed by a 
realistic need-assessment based on the ability of the economy to support the stated need. In 
addition, in the case of newly emerging-market-economies the RFP must clearly specify the 
evaluation criteria to address such issues as pricing;  hurdle criteria for non-price factors; 
environmental requirements; site preparation; qualifications of bidders; performance 
requirements; change orders; cost-overruns imposed by internal and external shocks; legal 
and regulatory environment; tax incentives, repatriation of investment and income; 
expatriate management personnel; access to foreign exchange; dispute resolution; and 
guarantees. It should also indicate a submission deadline and the procedure to be adopted by 
the government.  
An RFP that includes a need-assessment and a detailed evaluation criteria allows the 
potential bidder to determine its interest in the project in the first instance. This is especially 
needed where the proposed BOT project is an addition to existing publicly-owned facilities. 
The private-sector investor must be assured not only of the need for the addition but that 
once started, the project will not be compromised as a “first choice” in the event of changed 
economic or political circumstances. 
Assuming that the project is economically viable, in addition to requiring a stable 
economic and political environment both during the construction phase and thereafter, 
bidders will be encouraged to pursue the RFP if the costs incurred by unsuccessful qualified 
bidders were reimbursable and added to the cost of the project. This has the advantage of 
promoting in-depth and time-consuming analyses, sub-contract negotiations, and other 
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actions required to submit a sound bid. It is also needed where the process is likely to be 
perceived as being used by the host government as a means to compare the relative benefits 
between a government-financed facility and a BOT.   
From an African perspective, the WB has been promoting BOT schemes by issuing 
guarantees in some cases. For example, in July 1998 the WB approved a guarantee of 
US$184 million to support the Jorf Lasfar private power project in Morocco.
118 This project 
is a BOT project entered into in 1995 between Morocco’s Office National de l’Electricité 
(ONE) and a consortium of Asea Brown Boveri (ABB) and CMS Energy to  build, operate 
and transfer 1,320 MW of generating capacity to the city of Jorf Lasfer.
119 In addition to the 
Jorf Lasfer project, there were two other BOT projects: a 300-650 MW gas-fired combined-
cycle plant for Mohammedia, and a 350-450 MW plant for Kenitra.  
Other African BOT/BOO projects include the agreement of Uganda Electricity 
Board’s agreement to buy the power output of a 340 MW privately constructed and owned 
hydroelectric plant in central Uganda; a 99 MW internationally-funded oil and/or gas-fired 
IPP project in Abidjan, Côte d’Ivoire, under a nineteen year BOOT agreement; Mozambique 
Department of Energy’s (MDOE) joint venture BOO gas-fired, combined-cycle power plant 
in Maputo, and other proposed private-sector hydroelectric power projects in Mepanda and 
Uncua; Nigeria Electric Power Authority’s (NEPA) proposal for new distribution facilities 
and for increased generation capacity; and Senegal’s Senegalese National Power Company 
(SENELEC) agreement to buy power produced by IPPs. Other recently proposed BOT 
projects include two 42 meters high dam for Guinea. These are expected to each generate 
347 GWh (installed capacity of 94MW) at Fomi, on the river Niandan, and at Guilde on the 
Cogon. 
 
1.   6  Conclusion 
 
  The above analysis centered on the commercializing of African infrastructure since 
the early 1990s. As revealed by the analysis, African countries were reluctant to privatize 
infrastructure because of the perceived importance of the sector to the economy. Indeed, 
even when privatization was pursued as second-best to commercialization and performance 
contracting under public-ownership, it was primarily on the basis of securing private-sector 
management without having to relinquish control of the entity. But the inability of African 
countries to overcome the economic down-draft of the Debt Crisis of the 1980s required that 
greater attention be paid to the development of their private sector. Moreover, in this effort 
they have found multilateral and bilateral donors willing collaborators, even to the point of 
offering substantial debt forgiveness condition on evidence of a market-oriented economy. 
Furthermore, because of the mutually reinforcing characteristics of external assistance and 
internal reforms, African countries have become more comfortable with the process and, as 
shown in Appendix 1, have done more to privatize their infrastructure sectors since 1995 
than in the decade prior. Indeed, the progress that has been made in the privatization of 
infrastructure in the last two years and the turnaround in attitudes towards private 
participation in the sector have done much to render existing literature based on events prior 
to 1996 historical perspectives rather than analyses of current trends.  
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  But despite the achievements to date, there are bigger challenges facing African 
leaders. One is giving substance to the notion of regional cooperation, especially in regard to 
the provision of clean water on a regionally-integrated basis. Another, is convincing 
international investors that Africa is now ready to join the global market economy on 
established market principles. As evidenced by the increased investment in 
telecommunications, investors are willing to support an economic activity  only when the 
risk is determinable and controllable. To their credit, many African countries have risen to 
the challenge of reforming their economies to emphasize the private-sector as the engine of 
growth and to accept, albeit gradually, the role of government as regulator rather than as 
provider of infrastructure services. As regards opportunities for investment, whilst 
telecommunications is the pull just now, the deforestation of Africa and the increasing 
demand for energy dictates that alternative sustainable energy sources be found. Hence, 
from an investment perspective, in the longer-term the electricity sector provides the 
greatest development challenge and opportunity to both the government and the private 
sector. Indeed, the nature of the service requires a lasting partnership that can only be 
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